FEDERAL BUREAU OF INVESTIGATION 
FOI/PA 

DELETED PAGE INFORMATION SHEET 
FOI/PA# 1362084-0 

Total Deleted Page(s) = 45 


Page 

9 ^ 

Duplicate ; 

Page 

10 ^ 

- Duplicate; 

Page 

11 ' 

- Duplicate; 

Page 

34 ' 

- Duplicate; 

Page 

36 ' 

- Referral/Consult; 

Page 

37 ' 

- Referral/Consult; 

Page 

94 ' 

- Duplicate; 

Page 

95 ' 

- Duplicate; 

Page 

96 ' 

- Duplicate; 

Page 

97 ' 

- Duplicate; 

Page 

98 ' 

- Duplicate; 

Page 

99 ' 

- Duplicate; 

Page 

100 

~ Duplicate; 

Page 

101 

~ Duplicate; 

Page 

102 

~ Duplicate; 

Page 

103 

~ Duplicate; 

Page 

104 

~ Duplicate; 

Page 

105 

~ Duplicate; 

Page 

106 

~ Duplicate; 

Page 

107 

~ Duplicate; 

Page 

108 

~ Duplicate; 

Page 

109 

~ Duplicate; 

Page 

110 

~ Duplicate; 

Page 

111 

-- Duplicate; 

Page 

112 

~ Duplicate; 

Page 

137 

-- b6; b7C; b7D; 

Page 

138 

-- b6; b7C; b7D; 

Page 

230 

-- Referral/Consult; 

Page 

231 

~ Referral/Consult; 

Page 

232 

~ Referral/Consult; 

Page 

233 

~ Referral/Consult; 

Page 

234 

~ Referral/Consult; 

Page 

235 

~ Referral/Consult; 

Page 

236 

-- Referral/Consult; 

Page 

237 

-- Referral/Consult; 

Page 

238 

~ Referral/Consult; 

Page 

239 

~ Referral/Consult; 

Page 

240 

~ Referral/Consult; 

Page 

241 

~ Referral/Consult; 

Page 

242 

-- Referral/Consult; 

Page 

243 

~ Referral/Consult; 

Page 

244 

~ Referral/Consult; 

Page 

245 

~ Referral/Consult; 

Page 

246 

~ Referral/Consult; 

Page 

247 

~ Referral/Consult; 


XXXXXXXXXXXXXXXXXXXXXXXX 
X Deleted Page (s) X 



X No Duplication Fee X 
X For this Page X 
XXXXXXXXXXXXXXXXXXXXXXXX 



FEDERAL BUREAU OF INVESTIGATION 
FOI/PA 

DELETED PAGE INFORMATION SHEET 
FOI/PA# 1259813-1 

Total Deleted Page(s) = 45 


Page 

9 ^ 

Duplicate ; 

Page 

10 ^ 

- Duplicate; 

Page 

11 ' 

- Duplicate; 

Page 

34 ' 

- Duplicate; 

Page 

36 ' 

- Referral/Consult; 

Page 

37 ' 

- Referral/Consult; 

Page 

94 ' 

- Duplicate; 

Page 

95 ' 

- Duplicate; 

Page 

96 ' 

- Duplicate; 

Page 

97 ' 

- Duplicate; 

Page 

98 ' 

- Duplicate; 

Page 

99 ' 

- Duplicate; 

Page 

100 

~ Duplicate; 

Page 

101 

~ Duplicate; 

Page 

102 

~ Duplicate; 

Page 

103 

~ Duplicate; 

Page 

104 

~ Duplicate; 

Page 

105 

~ Duplicate; 

Page 

106 

~ Duplicate; 

Page 

107 

~ Duplicate; 

Page 

108 

~ Duplicate; 

Page 

109 

~ Duplicate; 

Page 

110 

~ Duplicate; 

Page 

111 

-- Duplicate; 

Page 

112 

~ Duplicate; 

Page 

137 

-- b6; b7C; b7D; 

Page 

138 

-- b6; b7C; b7D; 

Page 

230 

-- Referral/Consult; 

Page 

231 

~ Referral/Consult; 

Page 

232 

~ Referral/Consult; 

Page 

233 

~ Referral/Consult; 

Page 

234 

~ Referral/Consult; 

Page 

235 

~ Referral/Consult; 

Page 

236 

-- Referral/Consult; 

Page 

237 

-- Referral/Consult; 

Page 

238 

~ Referral/Consult; 

Page 

239 

~ Referral/Consult; 

Page 

240 

~ Referral/Consult; 

Page 

241 

~ Referral/Consult; 

Page 

242 

-- Referral/Consult; 

Page 

243 

~ Referral/Consult; 

Page 

244 

~ Referral/Consult; 

Page 

245 

~ Referral/Consult; 

Page 

246 

~ Referral/Consult; 

Page 

247 

~ Referral/Consult; 


XXXXXXXXXXXXXXXXXXXXXXXX 
X Deleted Page (s) X 



X No Duplication Fee X 
X For this Page X 
XXXXXXXXXXXXXXXXXXXXXXXX 




iH^AD/R^F. 6 

MRI 02058 


PP FBIPX FBILA 


DE RUBHFB #0136 3140446 


ZNR UUUUU 


P 092156Z NOV 89 


FM DIRECTOR FBI 


to FBI PHOENIX (58C-PX-NEW)/PRI0RITy/ 


FBI LOS ANGELBS/PRIORITy/ 


UNCLAS 


CITE: //0622// 


SUBJECT: ALLEGATIONS CONCERNING U 


ENATORS ALAN CRANSTON 


DENNIS DECONC INI/ JOHN GLENN, JOHN MCCAIN, DONALD RIEGLE 


CHARLES H. KEATING, DBA LINCOLN SAVING 


AND LOAN ( 


ASSOCIATION OF CALIFORNIA AND AMERICAN CONTINENTAL 


CORPORATION, PHOENIX, ARIZONA; CORRUPTION OF STATE AND LOCAL 


PUBLIC OFFICIALS-LEGISLATIVE; 00: PHOENIX; 00: LOS ANGELES 


REFERENCE MEETING AT FBIHQ ON NOVEMBER 8, 1989, WITH 


REPRESENTATIVES FROM THE FBI, U 


ATTORNEy'S OFFICE 


liOS ANGELES, AND PUBLIC INTEGRITY 


ECTION (PIS), DEPARTMENT OF 


FBI-L0SANGEUE3 


ItAGB TWO DE RUEHFB 0136 UNCLAS 


iil 






i 


JUSTICE (DOJ), AND MEMORANDUM OF EDWARD S. G. DENNIS, JR., 

|l ASSISTANT ATTORNEY GENERAL (AAG), DOJ TO DIRECTOR, FBI, DATED 




J^OVBMBER 7, 1989, RE CAPTIONED MATTER. 


ii# 


Kk 


PURSUANT TO REFERENCED MEETING AND COMMUNICATION OF 


If 


AAG/DOJ, PHOENIX, IS REQUESTED TO INITIATE A PRELIMINARY 


iii 


INQUIRY INTO CAPTIONED MATTER. 


Pf; 


r,; REFERENCED COMMUNICATION, COPIES OF WHICH WILL BE SENT TO 
RECEIVING OFFICES UNDER SEPARATE COVER, IS A REQUEST OF THE 
PIS, DOJ, FOR THE ASSISTANCE OF THE FBI TO CONDUCT AN 
INVESTIGATION INTO ALLEGATIONS CONCERNING CAPTIONED U.S. 
SENATORS. THE ALLEGATIONS ARISE OUT OF THE ACTIVITIES OF 
CHARLES H. KEATING. JR., A PRINCIPAL IN THE FAILED LINCOLN 
t & L ASSOCIATI^^ CALIFORNIA. ALLEGEDLY, KEATING, KEATING 
^AND ASSOCIATES, AND ENTITIES CONTROLLED BY KEATING MADE 
jfeoNTRTBUTIONS TO THE SENATORS' CAMPAIGNS AND/OR OTHER 
ORGANIZATIONS UNDER THE CONTROL OF THE SENATORS. 

SUBSEQUENTLY, THE SENATORS SOUGHT TO INTERVENE WITH THE 
FEDERAL HOME LOAN BANK BOARD (FHLBB) ON BEHALF OF LINCOLN 
S Sc L, WHICH WAS BEING INVESTIGATED BY THE BOARD. 

DURING REFERENCED MEETING, IT WAS CONCLUDED THAT A 
PRELIMINARY INQUIRY WAS IN ORDER TO DETERMINE WHETHER THE 




1 


iil 












teii 


|,.,,IT RELATES TO THEIR INTERVENTION ON BEHALF OF LINCOLN S & L 


m 


REFERENCED MEETING WAS LIMITED TO INTERVIEWS TO CORROBORATE 


I ]TO HIS MEETINGS WITH THE SENATORS AND THE SUBSEQUENT MEETING 
tSTABLISHED ByI ' 


fciil 


"*vv 






4 


THREE DE RUEHFB 0136 UNCLAS 


wm 


lENATORS MAY HAVE BEEN IN VIOLATION OF TITLE 18, U.S, CODE, 


I^ECTIONS 201 (BRIBERY), 371 (CONSPIRACY). 1951 (HOBBS ACT), 






to/OR 1505 (OBSTRUCTION OF PROCEEDINGS BEFORE AN AGENCY), AS 


m- 


WITH THE FHLBB. 






INVESTIGATION UNDER THE PI STATUS, AS ESTABLISHED DURING 


;JSTATEMENTS MADE BY 


FHLBB, RELATING 


FOR THE SENATORS WITH THE REGULATORS 


CONDUCTING THE EXAMINATION OF LINCOLN S & L. 

FBIHQ SHOULD BE EXPEDITIOUSLY ADVISED OF THE RESULTS OF 
INTERVIEWS CONDUCTED IN CAPTIONED MATTER. FBIHQ SHOULD BE 
ADVISED PRIOR TO CONDUCTING ANY LEADS AND/OR INTERVIEWS 
OUTSIDE THE PARAMETERS OF CORROBORATING 


STATEMENT. 


INTERVIEWS OF CONGRESSMEN, CONGRESSIONAL STAFFERS, FORMER 
OR CURRENT, AND/OR MEMBERS OF THE MEDIA WILL REQUIRE PRIOR 

f . ' - ' 

FBIHQ APPROVAL AND WILL NOT BE AUTHORIZED UNDER THE PI STATUS 
UNLESS DEEMED TO BE ABSOLUTELY ESSENTIAL. 

PHOENIX SHOULD SUBMIT WITHIN 30 DAYS AN FD-761 (PUBLIC 


I-:. ;■ 
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‘t'D-302 *(REV. 3-10-82) 


FEDERAL BUREAU OF INVESTIGATION 


Date of transcription 11/30/89 


Florida , telephone f 

J J J Jt 


CHASE FEDERAL BANK in Miami, 
was advised as to the identity 


of the interviewing agents and of the Assistant States Attorney. 
Present during the interview were Special Agen ts I ~l 

I L and Ass istant 


was advised 


Unxted States Attorney (AUSA) 

as to the purpose of the interview at which time he advised as 
follows : 


I I advised his date of bi rth isf 


he was bom in Mo desto. California, 
account number isf 


and 


Key Biscayne, Florida, 33149. 


Social Securil^ 
jcuii j nt address is [_ 


f 


onf irm ed the fact that from [ 
he was[ 


. until 

Ifederal home loan bank 

The FHLBB located in 


BOARD (FHLBB) located in Washin^on D.C. 

Washin^on D.C. has the responsibilities of overseeing the 12 
FEDERAL HOME lOAN BANKS (P'HLB) located throughout the United 
States. The FHLB's regulate all savings and loan institutions 
who are federally insured under th e FEDERAL SAVINGS AND l oan 
INSURANCE COip ORATION (FSLIC) . As | ~| FHLBB. [ I 

llarae sta ff who worked directly with the various 
FHLB*s. I ( staff would approve examinations to take 

place by the various FHLB's however the details and scope of the 

examination were left to . ... 

at the FHLB. [ 

disapprove ir a particular 
the federal government. 


ihe discretion of the regulators on site 
^ staff would ultimately approve or 


institution was to be taken over by 


I [confirmed the fact| [staff were well aware 

of an ex^ination which began in 198 e> ay me San Francisco FHLBB. 
This particular examination involved LINCOLN SAVINGS AND LOAN 
ASSOCIATION located in Irvine, California. Southern California 
as well as Northern California examin ations were handled out of 
the San Francisco office of the FHLB. [ [further confirmed the 
fact he is aware of the parent company which owns LINCOLN SAVINGS 
AND lOAN, AMERICAN CONTINENTAL CORPORATION (ACC) out of Phoenix, 
Arizona. In addition he is well aware of the Chairman of the 
Board for ACC CHARLES KEATING, JR. 

I [ became somewhat acquainted with LINCOLN SAVINGS AND 

IDAN and ACC prior to the examination of 1986 due to the fact 
LINCOLN and ACC challenged various regulations that the FHLBB in 
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Investigationjy 11/6/89 


at Washington D.C. 


File # 58C-PX-41605 


A/ 


by 


. SA^ 

SA 

SA 

1 AUSA 



'GKM/cpt 

Date dictated J.X/ < 

21/89 
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Washington D.C. was attempting to institute. These regulations 
would directly affect LINCOLN SAVINGS AND LOAN. The FHLBB and 
the San Francisco FHLB had jurisdiction over LINCOLN SAVINGS AND 
LOAN (LSL) even though it was a California chartered savings and 
loan. LSL was not only a state chartered savings and loan it was 
federally insured by the FSLIC. The fact that it was federally 
insured put it under the jurisdiction of the FHLBB. 


By way of backgroxmd, I [advised in 1980 the NOLAN 
bill was passed in the state or caxifomia. This bill permitted 
state chartered savings and loans in California to make an 
unlimited amount of direct investments. This basically was 
contrary to the original piarpose of a savings and loan which was 
to provide home loans for its various depositors. The NOLAN bill 
allowed the savings and loans to take any and all money brought 
in from deposits and invest in risky investments other than the 
home loan program. This bill allowed the savings and loan to 
become the owner of an investment rather than just loan money 
against collateral. ^ This type of bill was not only instituted in 
California but was instituted in various states throughout the 
country. 


Tniwitar^-ia-Hol'^T- a-F-ho; 


^3 


he was concerned about savings and loan 

institutions who were federally insured being able to solicit 
brokered deposits into the inst itution and th en invest those 


deposits in risky investments. 


t 




staff sought to 


limit the direct investments by federally insured institutions to 
10% of their gross assets. This regulation would sxjbstantially 
limit the direct investments of LINCOLN SAVINGS AND LOAN and 


other fe derally 
addition , I 


insuret 


regulations 


. state chartered institutions. In 
staff att^pted to institute other smaller 
force the savings and loans to get back 


wnicn wouii 

into the business in which they originally intended, that is to 
make home loans. Home loans were profitable although much less 
risky investment than a direct investment where the savings and 
loan became the owner of the investment. The direct investment 
situation was very profitable for the owners of a institution if 
the investments they made were good ones and made money. However 
the down side to the direct investment was primarily to the 
federal goveirment. If an institution xanwisely invested and lost 
money and their financial position became in jeopardy and they 


b6 

b7C 


b6 

b7C 





-PD-302a (Rev. 11-15-83) 


58C-PX-41605 

Continuation of PD-302 of 


On Xl/6/89 , Page 3 


were unable to pay off their obligations to their depositors, 
then toe FSLIC insurance would come in and pay off toe 
depositors. This situation was a perfect situation for the 
owners and principles of toe savings and loans because ultimately 
their major direct investments were risk free to them. If they 
lost money toe federal government would come in and pay off their 
obligations to their depositors. 

I [ advised during toe years| 

FHLBB numerous attempts were made by CHAKUia khiatiwg ana nis 
staff to change toe direct investment regulation and discourage 
toe bank board from instituting the regulation. CHARLES KEATING 
was able to use high powered attorneys, accountants, and his 
staff to attempt to influence members of th e FHLBB to either 
withdraw or change their regulation. I l emphasized the fact 
that various reflations were being instituted and various policy 
changes were being made by toe FHLBB was due to the objectives 
and g oals of toe bank board upon] | 

I [ stated their objectives and goals were to strengcnen ana 
protect the FSLIC fund, to update toe board's regulations, and to 
expand and strengtfn the board's exam, supervisory, and 
enforcement operations. It was these goals and objectives that 
CHARLES KEATING, ACC, and LINCOLN SAVINGS AND LOAN objected to 
and made various attempts to influence. 

In addition to toe challenging of toe regulation in 1986 
LINCOLN SAVINGS was being audited by the FHLB of San Francisco. 
The audit appeared to indicate LINCOLN SAVINGS AND LOAN was 
operating xinder very unsoxand, risky, and dangerous business 
procedures and there was a threat that LINCOLN SAVINGS could 
become insolvent. KEATING was also objecting to toe examination 
and made it very difficult for regulators to do their job and to 
obtain the necessary documentation during toe examination. 

KEATING attempted to show that due to toe policy in regulation 
changes being made and toe fact that they were being audited and 
it appeared LINCOLN was in a dangerous situation, that toe FHLBB 
had a person al vendetta against KEATING and LINCOLN SAVIN GS and 
I I emphatically stated this in fact was untrue. | 
stated to this date he has never spoken directly with nor nas“Ee 
met CHARLES KEATING, JR. 
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I 


dvised that in the spring of 19871 


staff 


were attempting to solicit support from the Senare and House in 
Washington D.C. for a FSLIC recapitalization bill. It became 
apparent due to many failures of savings and loan institutions 
throughou t the c ountry the FSLIC insurance fund was quickly being 
depleted. | |was attempting to get additional funding for the 
FSLIC insurance fund. 


During the latter part of April 1987, I j was meeting 
with the then Chairman of the Senate Banking Committee Senator 
DONALD RIEG^ in his office attempting to solicit support for the 
FSLIC recapitalization bill. At the conclusion of dtieir meeting, 
RIEGLE pulled him aside and stated there were some other senators 
who wanted to talk to him about the LINCOLN SAVINGS AND LOAN 
situatio n. He advised they were concerned about the situation 
and toatl Iw ould be receiving a telephone call setting up a 
meeting. ~ | 1 initially protested to RIEGL E about having a 

meeting however eventually agreed. | I state of mind at that 

point was totally focused on the FSLIC recap and agreed to 
meeting with the senators due to the fact he wanted support from 
RIEGLE and other senators on the FSLIC recap. | |felt this may 

be an opportv mitv t o talk with the other senators regarding the 
FSLIC recap. I ^ [ confirmed the fact that on or about April 1, 
1987, he did xn fact get a message to go to the senate office of 
Senator DENNIS DECO NCINI on April 2, 1987, at 6:00 p.m. The 


message also stated 


[ 


|was to come alone without staff, 
does not specifically recall how he obtained this message, 
believes ) I may have taken the message and 


He 


does recall being very surprised and 
e race ne was reguest ed to go to the meeting alone 


relayed it tol 
upset about tfei 

without staff. It is customary for_ 

Washington D.C. to hav e staf f members present in any and all 
meetings. At the time | | received the call to go to 
DECONCINI 's office, he was \maware that t here would be four 


and congressmen in 


senators there 
at no time[ 


also without staff. 


requested or aia ne ever meet with 
present. 



confirmed the fact that 
1 FHLBB was he ever 
a senator without staff people 


DECONCI 


I ladvised he believes he had previ ously met DENNIS 

Nl in FeT 


Eebniary or March of 1985 when he 

Iwent to DECONCINI 's office to explain to him 


b6 

b7C 


b6 

b7C 


b6 

b7C 









the "Direct Investment Regulation". At that time, DECONCINI 
offered no opposition and gave no opinion if he was supporting or 
challenging lie Direct Investment Regulation. He simply asked 
questions about the regulation. 


I I advised upon arriving at DECONCINI 's office on 

April 2, 1987, he immediately observed not only deco nctnt but 
senators JOHN GLENN, ALAN CRANSTON, and JOHN MCCAIN. I 


recalls having met all of the senators prior 
however did not know any of them very well. [ 


lis meeting 
believes he met 


jasicaiiy invoivec 


ieprdJ 


•I CRAN STON’S Office along with the 
I He believes th e meet ing 
Lems of the FSLIC and! Iwas 


attempting to solicit support from CRANSTON. He fxirther believes 


they talked ^out the Direct Investment Regulation and other 
problems and l \ wanted CRANSTON to be aware of the seriousness 
of the savings and loan situation. At that meeting in mid 1985, 
CRANSTON did not say much during the 45 minute long meeting and 


only asked a few questions about FSLIC and the Direct Investment. 


CRANSTON gave no indica tion if he supported or was against the 
direct investment irule. I I recalls CRANSTON had previously 
been against Brokered Fimd Reflation. 


I [continued regarding the April 2, 1987, meeting the 

atmosphere was very business like. He recalls they sat down and 
DENNIS DECONCINI immediately took the lead and began talking. 

The seating arrangement was such that I I was looking directly 

at DECON CINI and the other three senators were to DECONCINI 's 
left and I | right off to the side. As mentioned, DECONCINI 

took the lead and appeared to speak on behalf of all senators 
present. Senator MCCAIN initially made t he stat ement that he did 
not want to do or say anything improper. I l at that time told 
them that as United States senators given their responsibility 
for oversight of government agencies such as the bank board it 
was not improper to ask questions. 


DECONCINI then began his opening statement stating they 
were there on behalf of their "friend" at LINCOLN SAVINGS AND 
LOAN and they were concerned that a direct investment regulation 
the bank board had adopted might be unconstitutional. He 
continued stating "we" meaning the senators would not want to 
have a regulation on the books that was unconstitutional. 
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DECONCINI seemed to know very well the situation with LINCOLN 
SAVINGS AND LOAN. DECONCINI continually used the terms "we" and 
"us" when referring to the senators. The other senators seemed 
to go along with everything DECONCINI was saying and there was 
never an appearance of dissention among the senators. There was 
no expressions or hints of any differences among the senators. 

DECONCINI requested I to withdraw the direct 
investment regulation until it could be determined whether it was 
legal because, again it was important to them and to the ir 
"friend" at LINCOLN that the regulation be legal. | ladvised 
at this point he felt a ".quid pro quo" was offered in that 
DECONCINI stated i j [ would withdraw the regulation he stated 

"we'_' wo uld cfe t there friend to make mo re hom e loans. DECONCINI 
advised 1 that they understood that] [wanted the savings 
and loan institutio ns to make home loans ana that they concurred 
with that opinion. I l emohasized that it sounded like a quid 
pro quo and felt that it was a quid p ro quo at the time the above 
request was made. At that time| [advised Senator DECONCINI 
that he could not and would not witnaraw the regulation and 
explained that if he withdrew the regulation there would be no 
basis for the lawsuit to continue to determine if the di rect 
investment regulation was in fact constitutional. I [ then went 

through with the senators in a deliberate manner how and why the 
FHLBB had begxin the process of instituting the direct investment 
regulation in 1984. He further explained to them why they felt 
it was necessary to press for constraints on the use of direct 
investments. Acrain I I emphasized he told Senator DECONCINI he 

would not withdraw the direct investment regulation. 

I _ continued stating the senators spent considerable 
time complaining about the bank board’s appraisal standards. 
DECONCINI expl ained they felt the appraisal standards were 
unreasonable. | | explained to the senators he had no control 

or information regarding the appraisal standards being adopted by 
the San Francisco regulators. 
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In addition, the senators were concerned and wanted to 
discuss the reasons why t he exam ination of LINCOLN had "dragged 
on" for such a I nna t ime. I I advised them he was not aware as 

to the reason. | ^stated he told the senators that in the fall 

of 1986 he had received a report from the principal supervisory 
agent in San Francisco which said that the reason the examination 
was going on longer than normal was because LINCOLN was not being 
cooperative with the examiners. He further explained to the 
senators that he had full confidence in the regulators in San 
Francisco and that there had to be good reason for the length of 
the examination or it would have been finished. 


At this time Senator GLENN seemed to become upset that 
the chief regulator of the FHLBB was unable to answer their 
questions about the examination and abou±__the condition of 


LINCOLN SAVINGS AND LOAN. At this time| went into great 
detail explaining the responsibilities or tne bank board for 
regulating 3,000 thrift institutions throughout the co' 
further w^ t into an explanation as to how he recruited 

I and had extreme confidence in his ability to run 

examination. GLENN and the other senators questioned why[ 

did not have more details regarding the examination of LINCOLN 



kdvised them it would be "xuiseemly" to 
LN in light of the alleged "feud" and 


SAVINGS AND LOAN, 
know so much about' LINCC’ 
vendetta he and KEATING were supposed to be having. 


I I emphasized at this point that no such feud or 
vendetta actually ever existed. He believes it was KEATING’S 
strategy to convin ce the senators and other influential people 
that the FHLBB and I ~| specifically had a ve ndetta against 

KEATING and LINCOLN SAVINGS AND LOAN. I b tated this was 

emphatically not true and as previously mentioned to thi s date he 
has never spoken with or met CHARLES KEATING, JR. I b elieves 

that KEATING _ fully convinced the senators and others the bank 
board was being \mreasonable and had a vendetta against LINCOLN 
SAVINGS AND LOAN and for this reason and others they decided to 
intervene in the LINCOLN SAVINGS AND LOAN examination. 


As previously mentioned 
present at the meeting appeared 
CHARLES KEATING and LINCOLN SAVINGS 




advised all of the senators 
o Be" "lobbying" on behalf of 
AND lOAN. It appeared to be 


unanimous that all the senators were unhappy about the length of 
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spoke to them about his "team" in San 


the examination. 

Francisco and informed them as to their qualifications. 

continued telling the senators there was no question they were 
confident to perform a proper examination. The senators made it 
very clear they were pushing for the exam to be immediately 
terminated. 


that 
regarding 


I 


advised the senators seemed to be very frustrated 


could not answer any of their specific questions 
, the LINCOL N examination. The meeting basically 
concluded when l I suggested that in order to have their 


questions answered the senators would need to meet with the San 
Francisco regulators. At that point, DECONCINI st ated t hey would 
consider that option and that he would get back to I 1 if they 

wanted to meet with the regulators. The meeting then concluded. 


ck 


. advised that to the best of his recollection 
DECONCINl then called him a few days later at home from Arizona. 
DECONCINI stated they, the Senators wanted to meet with the San 
Francisco regulators again at 6:00 p .m. in his offi ce on April 9, 


1987 


Cl^SCO T^-( 


advised he then notified 


and the other 


regulators in San Francisco as to the " fS ^fe'^te d' Heet inq with the 


sena tors 
with[ 


on Apti 1 Q . 1987. 


, on April 

the senators and requested! 


In addition. 


believes he met 


conclusio: 

requested 


n of th e! 

tc 


1987, prior to the meeting with 
to prepare a 


full report at the 

eir meeting with the senators. In additio n, he 
to come back to the FHLBB office and brief 


I confirmed the meeting with the regulators and the 
senators did in fact take place at 6:00 p.m. on April 9, 1987 ' 


I 

the office of Sen ator D ENNIS DECONCINI. ‘upon returning', I 
.basically brief ed [ l as to what took place in the meeting and 

I was ve^ impress ed with his recall and the notes he had 
taken. He instructed ! H to prepare a detailed memo and to 
reconstruct the conversation which took place with the senators. 


confirmed the fact that he felt great pressure from 

the senators due to the above meetings and the fact that various 
issues of funding for the FHLBB were before the senators. In 
addition, the senators were members of the Oversight Committee 
overseeing ^e FH LBB. The FHLBB is accountable to the Oversight 
Committee. I I felt the senators could provide problems for 
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was concerned about the 


critical legislation, in particular ! 

FSLIC recapitalization bill which he was trying to solicit 
support from various legislators. 


L [advised he did not take any official action after 

the previously mentioned meetings. He stated his state of mind 
during this time was one of focusing on the FSLIC 
recapitalization bill. He believes he may have taken some 
of ficial action or would have done things differently had he not 
been trying to get support and passage of the FSLIC 
recapitalization bill. 


Lfurther advised prior to 
the FHLBB he briefed 


- as to the LINCOLN SAVINGS AND LOAM situation. — THe 
briefing took place dur.-i.n 
June of 1987. Since^ 


r 


a the transition period just prior to 
Jhad purposej l^ not been i nformed as to 


l^out the 
from the 


San 


details, the only thing he could tell[ 

investigation was that there was a recommendation 
Francisco regulators that the savin gs and l oan be taken over and 
that recommendation would annp.a-r on ! I desk at the time he 

I ladvised t here was basically no time 

prior to | . { arrange for the takeover of 

LINCOLN.^ In addition, he felt it would appear somewhat improper 
and may validate the "vendetta” scenario if the last official 
action he were to take prior to leaving office was t o take over 
LINCOLN SAVINGS AND LOAN. He felt with ! { coming in and 

reviewing the recomm endation that it would be best to have an 
independent decision 
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TO FBI CINCINNATI/ROUTINE/ 

FBI CLEVELAWD/ROUTIME/ 

FBT DCTROIT/FiOUTINE/ 

FBI LOS ANGELES/ROUTTNE/ 
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SUBJECT: UNITED STATES SENATORS ALLAN CRANSTON, DENNIS 

DE CONCINX, JOHN GLENN, JOHN MC CAIN, DONALD RIEGLE; CHARLES H. 
KEATING, DBA LINCOLN SAVINGS AND LOAN ASSOCIATION (LSD OF 
CALIFORNIA AND AMERICAN CONTINENTAL CORPORATION (i\CC). PHOENIX, 
ARIZONA; CORRUPTION OF FEDERAL OFFICIALS - LEGISLATIVE; 00: 
PHOSHIX, 00: LOS ANGELES. 

RE FEIIIQ TEL TO PHOENIX AND LOS ANGELES, NOVEMBER 8, .1^09, 



_5gC' 


U:xi\:b 




(.! 


NOV 




FEI-L0v9IIi6E!.l;3 
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KACL* TWO DG I'l'iJ.PX 000‘^ UNCLAiJ 

L’OR INFORKATJON CJKCIWNATl, CLEVELAND, AND DETROIT 
DIVISIOND, A JOINT PHOENIX- LOG ANGKLEG INVESTIGATION HAG BECI'I 
INITIATED ON NOVEMBER A, lAOP, AS A PRELXMINARy INVESTIGATION fM 
REGARD TO CAPTIONED CSNA‘£ORG IN ORDER TO DETERKIKiE JJilETnCR THE 
SENATORS MAY HAVE BEEN IN VIOLATION OF TITLE IS, UGC, SIXTIONG 
201 (BRIBERY), 371 (CONSPIRACY), 19B1 (HOBBS ACT), AND/OR LbOD 
(OBSTRUCTION). THE ALLEGATIONS ARISE OUT OF THE ACTIVITIES OF 
CHARLES II. KEATING, JR. , CHAIRMAN OF ACC, THE PARENT OF L3L, A 
FAILED THRIFT THAT MAY HAVE LOSSES UP TO 02.5 BILLION. KEATING 
MADE SUBSTANTIAL CONTRIBUTIONS TO THE SENATORS' CAMPAIGNS AND/OR 
OTHER ORGANIZATIONS UNDER THE CONTROL OF THE SENATORS. 
SUBSEQUENTLY, THE SENATORS SOUGHT TO INTERVENE WITH THE FEDERAL 
HOME LOTiN BANK BOARD ON BEHALF OP KEATING. 

CINCINNATI, CLEVELAND, AND DETROIT DIVISIONS ARE ADVISED 
SUBSEQUENT LEADS AND INVESTIGATION MAY ARISE NITIITN THEIR 
RESPECTIVE DIVISIONS AS A RESULT OF THIS PRELIMINARY OR RESULTING 

[ 

I FULL INVESTIGATION. 

BT 

' .*)0005 


NNNN 

58 C- ?K~4lliO'^~2 

X , f 

- I 



I 




/READ/REF 18 
0027 MRI 00589 


HovI*! 9 50 PH *89 

TELETYPE 


RR FBICI FBICV FBIDE FBILA 
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FM FBI PHOENIX ( 58C-PX-41605 ) (P) 

TO FBI CINCINNATI/ROUTINE/ 

FBI CLEVELAND/ROUTINE/ 

FBI DETROIT/ROUTINE/ 

FBI LOS ANGELES/ROUTINE/ 

BT 

UNO LAS 

CITE: //3630// 

SUBJECT: UNITED STATES SENATORS ALLAN CRANSTON, DENNIS 

DE CONCINI, JOHN GLENN, JOHN MC CAIN, DONALD RIEGLE; CHARLES H. 
KEATING, DBA LINCOLN SAVINGS AND LOAN ASSOCIATION (LSD OF 
CALIFORNIA AND AMERICAN CONTINENTAL CORPORATION (ACC), PHOENIX, 
ARIZONA; CORRUPTION OF FEDERAL OFFICIALS - LEGISLATIVE; 00: 
PHOENIX, 00: LOS ANGELES. 

RE FBIHQ TEL TO PHOENIX AND LOS ANGELES, NOVEMBER 9, 1989. 






AIRTEL 


11/13/89 


Director, FBI 

SAGS, Phoenix (58C-PX-NEW) 

CHANGED; 

ALLEGATIONS CONCERNING U.S. SENATORS ALAN CRANSTON, DENNIS 
DECONCINI, JOHN GLEN, JOHN MCCAIN, DONALD RIEGLE; CHARLES H. 
KEATING, DBA LINCOLN SAVINGS AND LOAN (S&L) ASSOCIATION OF 
CALIFORNIA AND AMERICAN CONTINENTAL CORPORATION, PHOENIX, 
ARIZONA; CORRUPTION OF FEDERAL PUBLIC OFFICIALS - 
LEGISLATIVE; 00; PHOENIX; 00; LOS ANGELES 


Title marked changed to indicate actual character of 
case as "Corruption of Federal Public Officials". Title 
previously carried character as "Corruption of State and Local 
Public Officials." 


Butelcall of SSA 
Division and SSA 
11/10/89 . 


Re: But eletvne tn renoi ving offices dated 11/9/89, and 


Jto SS 


Santa Anna 




] . f f 

Phoenix 
tesident Agency, on 


Enclosed for receiving offices are two copies each of a 
Memoranda dated 11/7/89, from Edward S. G. Dennis, Jr., 

Assistant Attorney General, Depairtment of Justice to the 
Director, FBI, re captioned matter. Enclosed for Phoenix are the 
Financial Disclosure Statements for captioned U. S. Senators, and 
the testimony and exhibits of individuals appearing before the 
Committee on Banking, Finance and Urban Affairs, U. S. House of 
Representatives. 


During re telcall to SSa | 1 Phoenix Division was 

requested to xerox enclosures sent overnight express and make 
available for Los Angeles Division. 

3 - Phoenix (Enc. 2) 

2 - Los Angeles 
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Date 11/14/89 


FM SAC, lOS ANGELES (58C-PX-41605) (WCC-4/SARA) (P) 

TO DIRECTOR, FBI 

FBI, PHOENIX V/^/C^St) 


UNCLAS 

SUBJECT: ALLEGATIONS CONCERNING U.S. SENATORS AIAN CRANSTON, 
DENNIS D. DECONCINI, JOHN GLENN, JOHN MCCAIN, DONALD RIEGLE, 
CHARLES H. KEATING, JR. , DBA LINCOLN SAVINGS AND LOAN (LSL) 
ASSOCIATION OF CALIFORNIA AND AMERICAN CONTINENTAL CORPORATION 
(ACC) , PHOENIX, ARIZONA; CORRUPTION OF FEDERAL PUBLIC OFFICII^ - 
LEGISLATIVE; 00: PHOENIX/LOS ANGELES. 

RE FBIHQ TELETYPE TO PHOENIX AND LOS ANGELES DATED 11/9/89 
AND RE MEETING AT FBIHQ ON 11/8/89 WITH REPRESENTATIVES FROM THE 
FBI, U.S. ATTORNEY'S OFFICE, LOS ANGELES, AND PUBLIC INTEGRITY 
SECTION (PIS) , DEPARTMENT OF JUSTICE. 

THIS MATTER IS IN A PRELIMINARY INQUIRY STATUS. 

AS MENTIONED IN THE REFERENCED TELETYPE AND REFERENCED 


MEETING AT FBIHQ, INVESTIGATION IN THIS MATTER HAS CONSISTED OF A 


LENGTHY INTERVIEW OF 

FEDERAL HOME lOAN BANK BOARD IN WASHINGTON D.C. AS NOTED I 

IMim/o-gt 

( 1 ) . . 


Approved: 


indexed 

mim 


=0 


Transmitted 


m 

I (Time) 
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PREVIOUS COMMUNICATIONS , P | MET WITH VARIOUS UNITED STATES 
SENATORS ON 4/2/87 IN CONNECTION WITH AN EXAMINATION OF LINCOLN 
SAVINGS AND lOAN ASSOCIATION OF IRVINE, CALIFORNIA. IN ADDITION 
TO THE ABOVE, ON 11/7/8 | TESTIFIED BEFORE THE HOUSE BANKING 

COMMITTEE IN WASHINGTON D.C. ALSO REGARDING LINCOLN SAVINGS AND 
LOAN. ON 11/ 6/89, r | wAS INTERVIEWED AND CONFIRMED THE FACT HE 

DID MEET WITH SENATORS ALAN CRANSTON, DENNIS DECONCINI, JOHN 
GLENN AND JOHN MCCAIN ON 4/2/87. 


STATED HE WAS INSTRUCTED 


TO APPEAR AT THE OFFICE OF DECONCINI AT 6:00 ON 4/2/87 AND TO 
APPEAR WITHOUT STAFF MEMBERS . | | CONFIRMED THE FACT THE 

MEETING TOOK PLACE IN DECONCINI 'S OFFICE AND DECONCINI PRIMARILY 
DID MOST OF THE TALKING AND QUESTIONING . | ~| CONFIRMED 

INITIALLY DECONCINI WHO WAS APPEARING TO SPEAK ON THE OTHERS 
BEHALF requested ] | tO WITHDRAW THE DIRECT INVESTMENT 
REGULATION WHICH HE HAD RECENTLY INSTITUTED. IN RETURN FOR THE 
WITHDRAWAL OF THE REGULATION, DECONCINI TOLP | ~| LINCOLN SAVINGS 
AND lOAN WAS PREPARED TO IMPROVE AND ENHANCE THEIR HOME LOAN 
PROGRAM. I I WAS OFFENDED BY THIS PROPOSAL AND FELT IT TO BE 
EXTREMELY IMPROPER. IN ADDITION, | | CONFIRMED THE SENATORS 

QUESTIONED HIM ABOUT THE APPRAISAL PROCEDURES BEING USED BY THE 
S2^ FRANCISCO REGULATORS IN THEIR EXAMINATION OF LINCOLN SAVINGS 


AND LOAN. IN ADDITION, THE SENATORS QUESTIONED ] | aS TO THE 

LENGTH OF THE EXAMINATION AND INQUIRED AS TO WHY THE EXAMINATION 
•HAD TAKEN AS LONG AS IT HAD. ] ] ADVISED ALL OF THE SENATORS HE 

WAS NOT PRIVY TO DETAILED INFORMATION REGARDING THE EXAMINATION 


<» 
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AND BASICALLY LEFT THOSE DETAILS AND THE EXAMINATION TO THE STAFF 
IN SAN FRANCISCO. | | ADVISED THE SENATORS IN ORDER TO OBTAIN 

DETAILED INFORMATION AND REASONING AS TO THE LENGTH OF THE 
EXAMINATION THEY WOULD NEED TO CONTACT THE REGULATORS IN SAN 
FRANCISCO. THE MEETING BASICALLY CONCLUDED AT THAT POINT WHEREBY 
DECONCINI TOLdI 


THEY MAY DECIDE TO CONTACT THE REGULATORS. 


THEN IMMEDIATELY RETURNED TO HIS OFFICE AND BRIEFED 


STAFF MEMBERS AS TO EXACTLY WHAT OCCURRED IN THE MEETING 


WITH THE SENATORS. THE THREE INDIVIDUALS WHO WERE BRIEFED BY 
WERE 


BOARD, 


THE FEDERAL HOME LOAN BANK 

THE FEDERAL 


HOME LOAN BANK BOARD 


WHO WAS 


I FURTHER CONFIRMED THAT THE FOLLOWING WEEK ON TUESDAY, 
4/9/87, THE ABOVE MENTIONED SENATORS ALONG WITH SENATOR DONALD 
RIEGLE DID IN FACT MEET WITH THE SAN FRANCISCO REGULATORS. 


INSTRUCTED 


TO TAKE NOTES REGARDING THAT MEETING. 


DID IN FACT TAKE VERY DETAILED NOTES OF THE MEETING AND 


AFTER WHICH TRANSFERRED IT TO A MEMO AND PRESENTED IT TO 
EMPHASIZED DURING THE INTERVIEW ON 11/6/89, THAT THE 


APPROACH AND THE SUBSEQUENT MEETING WHICH TOOK PLACE BETWEEN HE 
AND THE FOUR SENATORS ON 4/2/87 WAS EXTREMELY OFFENSIVE AND 
IMPROPER . I I ADVISED HE WAS VERY UPSET AT THE CONCLUSION OF 

THE MEETING AND ADVISED HIS STAFF AS SUCH. I I FELT THE 
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SENATORS WERE OUT OF LINE IN ATTEMPTING TO GET INVOLVED WITH AND 
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ASK HIM TO CHANGE A FEDERAL HOME LOAN BANK REGULATION WHICH HAD 
BEEN INSTITUTED. | | FELT IT WAS TOTALLY IMPROPER NOT ONLY FOR 

THEM TO ASK FOR THE WITHDRAWAL BUT TO ALSO PROVIDE THE "QUID PRO 
QUO" STATING THAT ACC AND LINCOLN WERE PREPARED TO ENHANCE THEIR 
HOME LOAN PROGRAM. 

IN ADDITION TO THE ABOVE ON 11/8 AND 11/9/89, TWO OF THE 
THREE STAFF MEMBERS WHO WERE BRIEFED BY | | REGARDING THE 4/2/87 

MEETING WERE ALSO INTERVIEWED IN WASHINGTON D.C. ON 11/8/89, 

THE FEDERAL HOME 


LOAN BANK BOARD, WAS INTERVIEWED. 


CONFIRMED THE FACT 


[asked she and the other staff MEMBERS TO WAIT AT THE FEDERAL 

HOME IQAN BANK BOARD OFFICE UNTIL HE RETURNED FROM THE 4/2/87 
MEETING. RECALLS PRIOR TO GOING TO THE MEETING [ j 

APPEARED TO BE DISTRACTED AND IRRITATED ABOUT THE PACT HE WAS 
REQUESTED TO ATTEND THE MEETING WITHOUT ANY STAFF MEMBERS. 

I CONFIRMED THIS IS HIGHLY UNUSUAL IN THAT VIRTUALLY ALL 

[attended during the time! 


MEETINGS 


FEDERAL HOME lOAN BANK BOARD HE WOULD TAKE A STAFF MEMBER WITH 
HIM. 


THE TELEPHONE CALL WHICH 


|WAS NOT INVOLVED IN NOR DID SHE HAVE KNOWLEDGE OF 
RECEIVED INDICATING HE SHOULD 


Vaguely 


ATTEND THIS MEETING WITHOUT HIS STAFF MEMBERS. 

RECALLS THAT ] ~[ mAY HAVE COME OUT OF HIS OFFICE THE SAME DAY 
THE MEETING WAS TO TAKE PLACE AND ANNOUNCE TO HER THAT HE HAD 
BEEN REQUESTED TO GO TO THE MEETING WITHOUT [ [ STAFF AND WAS 

VERY IRRITATED. | I EMPHASIZED THE FACT DURING THIS PERIOD 
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OF TIME SHE ANdI 


WERE VERY INVOLVED IN THE FSLIC 
RECAPITALIZATION BILL WHICH THEY WERE ATTEMPTING TO GET APPROVED 
TO REFURBISH THE FSLIC INSURANCE FUND. 


DOES NOT SPECIFICALLY RECALL THE TIME THAT| 

RETURNED FROM THE MEETING WITH THE SENATORS HOWEVER SHE DOES 
RECALL HE WAS VERY UPSET. HE IMMEDIATELY SAT DOWN WITH 


AS TO WHAT WENT ON IN THE MEETING. 
A TRADITIONAL HABIT 0^ 


AND BRIEFED THEM 


ADDED THAT THIS WAS 


OF THE MEETINGS HE HAD 


UPON RETURNING FROM MOST IF NOT ALL 
THE FEDERAL HOME LOAN BANK 
SENIOR STAFF DOWN 


BOARD. THAT IS HE WOULD IMMEDIATELY 
AND ADVISE THEM AS TO WHAT OCCURRED IN THE MEETINGS. 

IwROTE ANY MEMOS OR NOTES REGARDING THE 
I STAFF TO TELL THEM WHAT 


DOES NOT BELIEVFJ 
MEETING. 
OCCURRED. 


OUT OF THE NORM AND CAUGHT 


BELIEVES THIS PARTICULAR MEETING WAS TOTALLY 
FF BALANCE THEREFORE THE ONLY 


]oi 


TRADITIONAL ACTION HE TOOK WAS TO BRIEF THE STAFF UPON RETURNING. 

I RECALLS DUE TO THE FACT IT WAS AROUND 7:00 TO 7:30 P.M. 


IN THE EVENING AND THE WEST COAST FEDERAL HOME LOAN BANK BOARDS 
WERE STILL OPEN SHE STILL CONTINUED TO WORK DURING THE BRIEFING 
MEETING. SHE RECALLS COMING IN AND OUT OF THE MEETING AS THEY 
WERE BEING TOLD ByI 


AS TO WHAT OCCURRED. 


SPECIFICALLY RECALLS 


INITIALLY MENTIONING HE WAS ASKED BY 


DECONCINI AND THE OTHER SENATORS TO WITHDRAW THE DIRECT 
INVESTMENT REGULATION. SHE ADDED HE WAS VERY UPSET ABOUT THIS 
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REQUEST. 


ROOM DURING THE TIME 


BELIEVES THAT SHE MAY HAVE BEEN OUT OF THE 

I MENTIONED THE "QUID PRO QUO" IN THAT IN 


RETURN FOR THE WITHDRAWAL OF THE REGULATION LINCOLN SAVINGS AND 
LOAN WOULD ENHANCE THEIR HOME LOAN PROGRAM. SHE DID NOT HEAR THE 
SECOND HALF OF THE REQUEST, THAT IS THAT THEY WOULD ENHANCE THE 
HOME LOAN PROGRAM. BELIEVES HAD SHE HEARD IT SHE 

DEFINITELY WOULD HAVE REMEMBERED IT BECAUSE IT WAS A MAJOR ITEM 
TO HER THAT HOME LOAN PROGRAMS BE THE PRIMARY BUSINESS OF A 

ccC 


SAVINGS AND LOAN. IN, ADDITION] 


STATE! 


MENTIONED 


THE SENATORS QUESTIONING THE APPRAISAL PROCEDURES USED BY THE 
REGULATORS IN SAN FRANCISCO. 


FURTHER RECALLa 


MENTIONING THE SENATORS QUESTIONED THE LENGTH OF THE EXAM AND 
THAT HE BASICALLY REFERRED THEM TO THE SAN FRANCISCO REGULATORS. 
FURTHER RECALLS A STATEMENT MADE BY I 


THAT 


"CHARLIE KEATING MUST HAVE BEEN INVOLVED BECAUSE THE SENATORS 
KNEW SO MUCH ABOUT LINCOLN SAVINGS AND LOAN". 

IN ADDITION TO THE ABOVE, ON 11/9/89, 


RECOLLECTION OF THE BRIEFING SESSION ON 4/2/87. 
THE FACT SHE WAS PRESENT AT THE BRIEFING WHEl| 
THE MEETING WITH THE FOUR SENATORS. 


WAS INTERVIEWED REGARDING HER 

CONFIRMED 


RETURNED FROM 


SPECIFICALLY RECALLS 


I COMING BACK VERY UPSET AND BASICALLY STATING "YOU GUYS 
WOULDN'T BELIEVE WHAT THEY ASKED ME, THEY ASKED ME TO WITHDRAW 
THE DIRECT INVESTMENT REGULATION AND IN RETURN LINCOLN SAVINGS 
AND lOAN WOULD IMPROVE THEIR HOME LOAN PROGRAM". | IFURTHER 
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BELIEVES I [ mentioned THE COMPLAINT ABOUT THE APPRAISAL 

PROCEDURES USED BY THE REGULATORS AND ALSO INQUIRED AS TO THE 
LENGTH OF THE EXAMINATION. DOES NOT SPECIFICALLY RECALL 

DETAILS AND DID NOT TAKE NOTES OF THE BRIEFING. 

IT WAS CUSTOMARY FOr| 


CONFIRMED 


OF MEETINGS AND TO BRIEF 
THESE TYPES OF MEETINGS. 


TO TAKE A STAFF MEMBER ON THESE TYPES 
IsTAFF UPON RETURNING FROM 
iRECALLSi I BEING UPSET PRIOR 


TO GOING TO THE MEETING DUE TO THE FACT HE WAS UNABLE TO TAKE A 
STAFF MEMBER. SHE RECALLS HAVING A CONVERSATION WITH HIM PRIOR 
WHERE SHE BASICALLY ASKED HIM "WELL, WHY ARE YOU NOT TAKING ME TO 
THE MEETING WITH THE SENATORS". AT WHICH TIME I 


INFORMED HER 


HIGHLY UNUSUAL BECAUSE 


TO TAKE ANY STAFF. 


ADVISED THIS IS 



AND IT WOULD BE APPROPRIATE FOR HER TO HAVE GONE TO THE MEETING. 
IN ADDITION TO THE ABOVE, 


[during the period of the above meeting, was 

CONFIRMED THE FACT SHE WAS 


INTERVIEWED IN WASHINGTON D.C. 
AWARE 


WAS ATTENDING A MEETING WITH THE SENATORS AND WAS 


ATTENDING THE MEETING WITHOUT STAFF. 


kx)ES NOT SPECIFICALLY 


RECALL RECEIVING ANY TELEPHONE CALL PRIOR TO THAT MEETING WHEREBY 



THE MEETING ALONE, SHE DOES NOT RECALL ANY INSTRUCTIONS GIVEN TO 
HER TO BE GIVEN TO HIM THAT HE IS TO ATTEND THE MEETING WITHOUT 

[believes what may have happened was she would 


STAFF. 
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RECEIVE A TELEPHONE CALL AND SIl^LY TRANSFER IT INTOl 
THEN TOOK THE MESSAGE. I 


WHO 


BELIEVES HAD SHE TAKEN A MESSAGE OF 


THAT NATURE SHE WOULD HAVE REMEMBERED THE CALL. 

INVESTIGATION IN THIS MATTER WILL CONTINUE WITH THE 
OBJECTIVE BASICALLY AT THIS POINT TO CONFIRM THE INTERVIEW AND 
SUBSEQUENT HOUSE BANKING COMMITTEE TESTIMONY OF 


AS 


MENTIONED IN THE INTERVIEW AND THE HEARINGS, THE FOUR SENATORS 
AIONG WITH SENATOR DONALD RIEGLE SUBSEQUENTLY MET WITH FOUR OF 
THE INDIVIDUALS PERSONALLY INVOLVED WITH THE LINCOLN SAVINGS AND 
LOAN EXAMINATION BACK IN APRIL OF 1987. THE MEETING TOOK PLACE 
ON 4/9/87 AT THE REQUEST OF THE U.S. SENATORS. IN ATTENDANCE AT 
THAT MEETING WAS I 


IT IS NECESSARY TO 


INTERVIEW THOSE INDIVIDUALS AS SOON AS POSSIBLE. IN ADDITION, 
NEEDS TO BE INTERVIEWED REGARDING THE BRIEFING 


SESSION WHICH TOOK PLACE ON 4/2/87 AFTER THE MEETING WITh[ 
AND THE FOUR SENATORS. 


]WAS ONE OF THE INDIVIDUALS ON HIS 
SENIOR STAFF WHO WAS BRIEFED AS TO WHAT OCCURRED IN THE MEETING. 

WAS INSTRUCTED TO TAKE DETAILED NOTES AT THE SECOND MEETING 

DID IN FACT TAKE VERY 


WITH THE FIVE U.S. SENATORS. 


DETAILED NOTES WHICH WERE THEN PUT IN A MEMO GIVEN Tof 


THAT 


MEMO OR THE TRANSCRIPTS OF THOSE NOTES HAVE BEEN WIDELY 
PUBLISHED. NOT ONLY ARE THEY INCLUDED IN MATERIALS GIVEN TO THE 
HOUSE BANKING COMMITTEE, THEY HAVE ALSO BEEN INCLUDED IN THE 
RECENT WRITTEN NOVEL "INSIDE JOB". | I AND THE ABOVE MENTIONED 
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INDIVIDUALS NEED TO BE INTERVIEWED IN GREAT DETAIL REGARDING 
THEIR MEETING WITH THE FIVE U.S. SENATORS ON 4/9/87. 

AT THIS POINT IT APPEARS THE INVESTIGATION WILL CONTINUE 
WITH THE ABOVE INTERVIEWS THE WEEK OF 11/27/89. REPRESENTATIVES 
FROM FBI IN SANTA ANA AND IN PHOENIX WILL TRAVEL TO SAN FRANCISCO 
TO INTERVIEW THOSE INDIVIDUALS. AN ADDITIONAL COMMUNICATION WILL 
BE FORTHCOMING SETTING OUT ADDITIONAL DETAILS AND ARRANGEMENTS 
REGARDING THE TRAVEL TO SAN FRANCISCO FOR THE INTERVIEWS. FBIHQ 
WILL BE IMMEDIATELY ADVISED AS TO THE RESULTS OF THOSE INTERVIEWS 
UPON THEIR COMPLETION. 

BT 


i 


/READ/REF 1 
0041 MRI 01513 




// 


RR RUEHFB FBILA FBISF 
DE FBIPX #0011 3251942 
ZNR UUUUU 
R 211727Z NOV 89 
FM FBI PHOENIX (58C-41605) (P) 

TO DIRECTOR FBI/ROUTINE/ 

FBI LOS ANGELES ( 58C-PX-41605 )/ROUTINE/ 
FBI SAN FRANCISCO ( 58C-PX-41605 )/ROUTINE/ 
BT 

UNCLAS 

CITE: //3630// 


T'-. *89 




' SUBJECT: ALLEGATIONS CONCERNING U.S. SENATORS ALAN CRANSTON, 

DENNIS DE CONCINI, JOHN GLENN, JOHN MC CAIN, DONALD REIGLE, ’ 
CHARLES H. KEATING, JR., DBA LINCOLN SAVINGS AND LOAN (LSD 
ASSOCIATION OF CALIFORNIA AND AMERICAN CONTINENTAL CORPORATION 
(ACC), PHOENIX, ARIZONA; CORRUPTION OF FEDERAL PUBLIC OFFICIALS 
LEGISLATIVE; 00: PHOENIX/LOS ANGELES. 

RE LOS ANGELES TELETYPE TO DIRECTOR NOVEMBER 14, 1989, 
PHOENIX TELCALL TO SAN FRANCISCO, NOVEMBER 20, 1989. 




# 

PAGE TWO DE FBIPX 0011 UNCLAS 

FOR THE INFORMATION OF SAN FRANCISCO, PHOENIX AGENTS 

AND LOS ANGELES AGENTS 

WILL BE IN SAN FRANCISCO, NOVEMBER 27-30, 

1989, TO CONDUCT INTERVIEWS OF EMPLOYEES OF THE OFFICE OF THRIFT 
SUPERVISION (OTS). AGENTS WILL BE STAYING AT THE MARK HOPKINS 
HOTEL. NO ASSISTANCE IS REQUESTED OF SAN FRANCISCO FBI AT THIS 
TIME. SAC'S LOS ANGELES, SAN FRANCISCO AND PHOENIX CONCUR IN 
AGENTS' TRAVEL TO INTERVIEW OTS EMPLOYEES. THE UACB AGENTS WILL 
TRAVEL AS DESCRIBED. 
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FEDERAL BUREAU OF INVESTIGATION 


Date of transcription 11/16/89 


I I Concfressional Relations and Communications for 

the OFFICE OF THRIFT SUPER VISION. 1700 G Stre et Northwest, 
Washington D.C., telephone] |was advised as to 

the identity of the interviewing agent and the purpose of the 
interview at which time she advised 'as follows: 


sh e was bom 
isf 




] stated her date of birth is I I and 

Jamestown, New York. Her Social Security number 


I 


irmed she was] 

for FEDERAL HOME 


LOAN BANK BOARD! 


I I further stated she recal ls a meeting which took 

place on April 2, 1987, between ! 1 and four United States 

senators. She advised she was at the office when he returned 
from the meeting. She recalls he was very upset however she was 
included in the briefing session held after the me eting. She 
recalls those in the meeting that were briefed were ] j 


I I advised she was not instructed to do any typing 

or take any notes reg arding tt ie meeting with the senators or th e 
subsecpient briefing. I I d id do some work f" ~l 

] in conjunction with the second 
meering with the senators which took place on April 9, 1987. 


any senator 
Iwas a ware 


I does not recall taking a call from 
office setting up the April 2, 1987, meeting, j 
that the meeting was to take place and was aware that ] 
go to the meeting witho ut staf f. She does not specifically 
recall how she found put |was to go to the meeting alone. 
She bel ieves she possibly could 


f 


was to 


told by| 
taking 


E 


have taken the message or she was 
_ As mentioned she does not specifically recall 
he telephone call. 


1 confirmed the fact that it was customary for | 

I to arrena meetings with senators and other individuals 

regarding FEDERAL HOME BANK BOARD business and ta ke a staff 
member along. In addition, he would normally get ] , . ~l 

staff together after the meeting and brief them as to what took 
place . Those meetings were normally private meetings held in 
{office. 
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Investigation on 11/9/89 



cpt 


at 


Washington D.C. 


Date dictated 



11/14/89 
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This document contains neither recommendations nor conclusions of the FBI. It is the property of the FBI and is loaned 
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Continuation of FD-302 of 


On 11/9/89 , Page 


further confirmed, 

that he would not meet with anyone wno 
LOAN BANK BOARD. 


made it a matter of policy 
had business before the 
Business would include an 


to ask 
if they had 


FEDEl^ HOME 

examination or an application or any other situation where 
approval was needed by the Bank Board. She waa_ins±ructed 
any individual prior to turning them over to 
business befo re the Bank Boa rd. If the y did 

declined with I I and set uj| | staff 

only person who did his scheauii na a nd basically updated his 
personal calendar. In addition, | [ would have what they referred 
to as "dance cards" made up each night for his schedule the next 
day. 


t Ta«a 

fi 


en a meeting was 
was the 



Memorandum 



To : SAC, ICS ANGELES (58C-PX-41605) Date 11/28/89 

(SARA/WCC-4) (P) 


From : SA 


Subject: UNITED STATES SENATORS ALAN CRANSTON, 

DENNIS DE CONCINI, JOHN GLENN, 

JOHN MC CAIN, DONALD RIEGLE; 

CHARLES H. KEATING, DBA 

LINCOLN SAVINGS AND ICAN ASSOCIATION OF CALIFORNIA AND 
AMERICAN CONTINENTAL CORPORATION, PHOENIX, ARIZONA; 
CORRUPTION OF FEDERAL OFFICIALS - LEGISLATIVE 
00: PHOENIX 

00: lOS ANGELES 


. Th® following is a chronological lish of events in 
this matter obtained from interviews, newspaper articles, and 
other investigation to date. 


5/01/83 

2/22/84 

12/07/84 


12/10/84 

12/84 - 1/85 
1/01/85 


2 - Phoenix 
2 - Los Angeles 


rne federal home LOAN BANK BOARD (FHIBB) . 

AMERICAN CONTINENTAL CORPORATION (ACC) 
buys LINCOLN SAVINGS AND LOAN ASSOCIATION 
(LINCOLN) for $51,000,000. 

CALIFORNIA DEPARTMENT OF SAVINGS AND LOAN 
ASSOCIATIONS | 

approves $8OU,UU0,000 of direct 
investments by LINCOLN immediately before 
the 12/10/84 deadline for the investments 
to qualify as grandfathered investments 
under new FHLBB regulation. 

FHLBB re-proposes direct investment 
regulation (12CFR563.9-8) - would 
generally limit direct investments to 10 
percent of assets - contains grandfather 
clause. 

Congrespen-CHARLES "CHIP" PASHAYAN 

lobbies| | to not adopt direct 

investment regulation . 

I 1 leaves DEPARTMENT OF SAVINGS AND 

LOAN ASSOCIATIONS and begins work with 
TCS FINANCIAL of San Diego. 

' p- 


JAJ/sag 

(4) 
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1/18/85 

1/31/85 

2/13/85 

Late 1985 and 3/86 
4/ /85 


LINCOLN invests $2,900,000 in TCS 
FINANCIAL for a 19.1 percent stake sold 
in private offering - 578,000 shares at 
$5 per share. 

]raLBB adopts the 10 percent direct 
investment mle, which is implemented 
3/18/85. 


writes the FHLBB-of San 
i-rancisco on oehalf of LINCOLN requesting 
that LINCOLN be exempted from the 10 
percent direct investment rule. 

ACC contributes $200,000 to NATIONAL 
COUNCIL ON PUBLIC POLICY - affiliated with 
Senator JOHN GLENN. 

KEATING AND ASSOCIATES contribute $15,000 
to Senator PETE WILSON. 


4/09/85 KEATING AND ASSOCIATES contribute $13,000 
to Senator ALAN CRANSTON. 


5/27/85 


7/20/85 


7/31 - 8/15/85 


and UNIVERSITY OF ROCHESTER 
testify. 


on 


Professor, 

behalf _ of LINCOLN, before Government 
Operations Oversight Subcommittee in 
opposition to FHLBB's direct investment 
position. 


White House stafferF 

4 - ....... 3 “ 


tells 


that T/pite House Chief of Staff DON REGMT 
said y June personnel meeting that he 
wanteq | out soon. 


KEATING AND ASSOCIATES contribute $22,000 
to Senator GLENN. 


7/31 - 8/15/85 
9/30/85 
10/01/85 


KEATING AND ASSOCIATES contribute $16,000 
to Senator DENNIS DE CONCINI. 


White House staffe r. I 
REGAN’S request to | | that|~ 


relays 

"resign. 


wasnin^on attomeyf 


, told by 

TEhat he 


had a job offer for| lhad 

previou sly been so advi ap.d hy mwT.nn 
member. 
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10/14/85 - 10/25/85 


11/13/85 


11/22/85 


11/ /85 


11/26/85 


11/27/85 


12/ /85 


3/01/86 


3/03/86 


3/12/86 


3/17-31/86 


4/04/86 



KEATING AND ASSOCIATES contribute $8,000 
to Senator CRANSTON. 

KEATING AND ASSOCIATES contribute $8,000 
to Congressman JACK KEMP. 

I meets with KEATING and l 
I in washincfhnn regarding job offer 


I I California 

Assemblyman PAT NOLAN successfully lobby 
CAI.TFOPNTA fiAVTyrc.q AND LOAN | 

I I to drop a proposed rule 

•toat would have limited LINCOIN's 
investments by requiring 80 percent be 
mortgage loans. 

KEATING and l I contribute $4,000 

to DEMOCRATIC CONGRESS CAMPAIGN COMMITTEE. 

NOLAN and l I lobby CALIFORNIA LEAGUE 

OF SAVINGS INSTITUTION S officials to drop 
support of I I proposal . 

NOLAN reportedly receives $9,000 campaign 
contribution from KEATING. 

KEATING and Senator DON RIEGLE meet in 
Detroit at opening of HOTEL PONTCHARTRAIN 
("L.A. Times," 5/30/89). 

KEATING AND ASSOCIATES contribute $12,000 
to KOLBE. 

Regularly scheduled FHLBB examination of 
LINCOLN begins. 

KEATING AND ASSOCIATES contribute $54,000 
to Senator JOHN MC CAIN. 

KEATING AND ASSOCIATES contribute $10,000 
to MATTINGLY. 


4/ /86 


- 3 - 



58C-PX-41605 


4/09/86 

6 / 02/86 

7/03/86 

7/25/86 

7/28/86 

8/04/86 

8/4-6/86 

8/14-17/86 

8/20/86 
8/22/86 
8/22 - 9/04/86 
8/28/86 
9/20/86 

Fall 1986 


KEATING AND ASSOCIATES contribute $5,000 
to NATIONAL ACTION COMMITTEE, identified 
as Congressman DAVE EVANS' POLITICAL 
ACTION COMMITTEE (PAC) . 

KEATING AND ASSOCIATES contribute $11,000 
to Congressman CHARLES PASHAYAN. 

KEATING meets with San Francisco examiners 
and reportedly threatens to sue members 
of FHLBB. 

KEATING AND ASSOCIATES contribute $20,000 
to Senator PAULA HAWKINS. 

KEATING AND ASSOCIATES contribute $19,000 
to Congressman DOUG BARNARD. 


I writes White House Chie f of s -haf-F 
DONALD "REGAN, complaining about] [and 
mentioning his adverse effect on 
Repiablican fund raising. 

KEATING AND ASSOCIATES contribute $11,000 
to Senator CRANSTON. 

KEATING AND ASSOCIATES contribute an 
additional $13,000 to Congressman 
PASHAYAN, for a total of $24,000. 

KEATING AND ASSOCIATES contribute $10,000 
to Senator DE CONCINI. 

KEATING AND ASSOCIATES contribute $4,000 
to HARRY REID. 

KEATING AND ASSOCIATES contribute $21,150 
to Congressman JON KYL. 

KEATING AND ASSOCIATES contribute $9,000 
to Congressman RHODES. 

"Washington Post" writes that LINC OLN 
officials claim FHLBB harassment, 
asks FHLB OF SAN FRANCISCO to expl ain 
San Francisco blames LINCOLN for delays 
in examination. 

KEATING AND ASSOCIATES reportedly 
contribute $85,000 to the CALIFORNIA 
DEMOCRATIC PARTY for CRANSTON'S benefit. 
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2/13/87 


11 / /86 


12/18/86 


3/18/87 

2/26/87 


3/03/87 

3/06/87 


3/13/87 


3/18/87 


Atlanta attorney, | a 

friend of KEATING and borrower from 
and attorney for LINCOLN, is appointed 
to the FHLBB. 


proposes at FHLBB meeting a rule 
cnange' that would protect LINCOLN from 
■ enforceme nt of the direct investment rule. 

I [p roposal died for lack of a 

second. 

KEATING AND ASSOCIATES contribute $11,000 
to TIM WIRTH. 


Senator RIEGLE meets with 

then with ARTHUR YOUNG, and an ACC 
official to discuss LINCOLN'S dispute 
with regulators ("Wall Street Journal," 
11/15/89) . 


2/27/87 FHLBB 


] abstaining) adopts "equity 


risk investment rule" to be effective 
4/15/87; shortly thereafter, LINCOLN 
sues to block the rule as 
unconstitutional . 


contribute $4,000 to 


KEATING and! 

DAVE EVANS' PAC. 


Senator RIEGLE meets with| |- says 
Arizona senators are quite concerned 
about FHLBB regulation of ltncqtn 
S hortly ■hhP’roaf-HcT- andl~ 

visit KEATir 


Jr'noenix ana after a 
RIEGLE reportedly states. 


!NG in 
helicopter tour, 

"I like what 


I see here. I can reason with 
("American Banker," 11/14/89). 


[ of ARTHUR YOUNG (later of 
A(j(j) writes letter to senators critical 
of regulators and equity risk investment 
rule. 

LINCOLN sues FHLBB, challenging the direct 
investment limitations. 
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3/19/87 


3/24/87 Senator JOHN MC CAIN meets with KEATING 
and KEATING asks for MC CAIN'S 
negotiating assistance. MC CAIN declines 
and six-year friendship ends. DE CONCINI 
meets separately with KEATING during this 
time period ("Arizona Republic," 

10/17/89) . 


3/11-24/87 


4/01/87 

4/02/87 

4/09/87 


KEATING AND ASSOCIATES contribute at 
least $70,750 to RIEGLE; KEATING has 
luncheon for RIEGLE at HOTEL PONTCHARTRAIN 
on 3/23/87. 


[resigns from FHLBB. 

i 

I meets with Senators DE CONCINI, 

MC CAIN, CRANSTON and GLENN in 
DE CONCINI 's office regarding LINCOLN. 

l and three other FHLBB 
regulators meet in DE CONCINI 's office 
with DE CONCINI, MC CAIN, CRANSTON, GLENN 
and RIEGLE - DE CONCINI tries to make 
deal for LINCOLN - offers that LINCOLN 
will invest 55 percent of assets in 
home mortgages if FHLBB yields on direct 
investment rule and property appraisals. 


5/01/87 FHLB OF SAN FRANCISCO recommends to 
FHLBB that LINCOLN be seized. 


6/30/87 


leaves FHLBB post; replaced by 


b6 

b7C 

b7D 


b6 

b7C 


b6 

b7C 


7/ /87 LINCOLN sues FHLBB over leaks of 

information regarding LINCOLN examination. 

7/10/87 CENTER FOR PARTICIPATION IN DEMOCRACY 

and THE ORGANIZING INSTITUTE (originally 
known as MONTEREY LEADERSHIP TRAINING 
INSTITUTE) are incorpo rated -I 


- 6 - 
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9/24/87 

KEATING meets with regarding 1986 

FHLB OF SAN FRANCISCO examination. 

b6 

b7C 

10/29/87 

KEATING AND ASSOCIATES contribute $5,500 
to DE CONCINI - brings total contribution 
to $39,000. 


1987 

ACC contributes $100,000 to the FORUM 
INSTITUTE. 


1987 - 1988 

ACC contributes $125,000 to USA VOTE, 
a project of NEW DIMENSION RESOURCES. 


Early 1988 

ACC contributes an additional $225,000 to 
the FORUM INSTITUTE. 


1/28/88 

1 1 meets with KEATING re KEATTMO's 



complaints of news leaks. 


2/02/88 

KEATING AND ASSOCIATES contribute $4,000 
to KOLBE. 


2/10/88 

ACC contributes $400,000 to CENTER FOR 
PARTICIPATION IN DEMOCRACY. 


2/ /88 

CRANSTON visits KEATING in Phoenix at 
the ej^ense of NEW DIMENSION resources. 


3/11/88 

KEATING contributes $10,000 to Congressman 
DAVE EVANS' PAC (NATIONAL ACTION 
COMMITTEE) . 


4/09/88 

KEATING AND ASSOCIATES contribute $11,500 
to Senator OREN HATCH. 

b6 

b7C 

5/ /88 

vote to transfer 



regulation of LINCOLN from San Francisco 
to Washington. 


6/08/88 

KEATING AND ASSOCIATES contribute $100,000 
to REPUBLICAN NATIONAL COMMITTEE and 
attend dinner with Vice President GEORGE 
BUSH. 


10/18-24/88 

KEATING AND ASSOCIATES contribute $41,000 
to Senator HECHT. 


1/17/89 

KEATING visits and reveals his 

intention to sell LINCOLN. 
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LINCOLN to I 
5/27/89) . '■ 


Jand FHLBB member, 

T nsider sale of 
("L.A. Times," 


4/ /89 At KEATING 'S req uest ^ DE CONCINI 

telephones [ and asks him to support 

the sale of LINCOLN to| T 

("Mesa Tribune," 4/23/89) . 

4/11/89 


4/13/89 ACC files for Chapter 11 Reorganization. 

4/14/89 FHLBB seizes LINCOLN - placed in 
conservatorship . 


^/iS/89 Senator DE CONCINI says he will return 
$48,000 in campaign contributions 
made by KEATING AND ASSOCIATES. 


11/08/89 Congressman PASHAYAN says he will return 
$26,000 in campaign contributions made 
by KEATING AND ASSOCIATES. 


b6 

b7C 
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TRANSMIT VIA: _ 
CLASSIFICATION: 


Airtel 

Unclas 


DATE: 


12/5/89 


FROM: 

TO: 


Director, FBI 

SACS, Phoenix (58C-PX-41605) 
i,j36s Angeles 


ALLEGATIONS CONCERNING U.S. SENATORS ALAN CRANSTON, 
DENNIS DECONCINI, JOHN GLENN, JOHN MCCAIN, DONALD 
RIEGLE; CHARLES H. KEATING, DBA LINCOLN SAVINGS 
AND LOAN (S&L) ASSOCIATION OF CALIFORNIA AND AMERICAN 
CONTINENTAL CORPORATION; PHOENIX, ARIZONA; CORRUPTION 
OF FEDERAL PUBLIC OFFICIALS - LEGISLATIVE; 00: PHOENIX 

00: LOS ANGELES 


ReButelcal of SSA 
Phoenix Division on 11/29/8^ 


to SSA 


b6 

b7C 


^ ^ Enclosed for Phoenix are copies of the testimony and 
esdiibits of individuals appearing before the Committee on 
Banking, Finance and Affairs, U.S. House of Representatives, and 
a Copy of the Congressional Record - Senate relating to the 
response of Senator Cranston to Common Cause from the Senate 
Ethics Committee. 


I 


For information of receiving offices, on 11/30/89, 
representatives of the White-Collar C rimes Section and 
Congressional Affairs Office met withi I of the 

law firm Dunnell. Duvall. I I 

~l ~cne senate select Cr>inmntiit--hP>ia «->n 
investigate their actions of the captioned senators in 
the intervention on behalf of Lincoln S&L Association with the 
Federal Home Loan Bank Board. 


^ b6 



The purpose of this meeting was to open a line of 
commionication in view of the parallel investigative interests in 
this matter. Discussed were areas of common concerns and an 
offer of, to the extent permissable by policy and legal 
considerations, an exchange of information. Issues regarding 
original evidence and the possibility of granting of iiraounity 
were discussed. 


^assured that his office would only accept 

documents from witnesses eliminating the problem of the 

that the 


copies of 

FBI having to obtain the originals from his office. 

— J . . I I 


relates to the granting of immunity, 
FBI would be notified in ample time 




indicated 

o allow appi^QPPiat^ 


investigative action ^d to^^prepare f or”pipQ£k^rSS?il^i-itt| t>05 
^ . . . 


investigative Agents from the testimony. , 

public hearings are a possibility, however, this was s^ 
months away 


b7C 
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Airtel to SAC, Phoenix 

RE: Allegations Concerning U.S. Senators Alan Cranston, Dennis 

DeConcini, John Glenn, John McCain, Donald Riegle; 

Charles H. Keating, DBA Lincoln Savings and Loan (S&L) 
Association of California and American Continental 
Corporation; Phoenix, Arizona; Corruption of Federal Public 
Officials - Legislative; 00: PHOENIX 00: LOS ANGELES 


meeting, which was cordial throughout, concluded 
with the agreement to keep the lines of communication open and to 
exchange information, where possible. 

FBIHQ is currently in the process of obtaining copies 
Of the _ television programs, "Nightline" on 11/22/89, and "This 
Week with David Brinkley," of 11/26/89, relating to captioned 
matter . Upon receipt, Phoenix and Los Angeles will be provided 
with copes of s^e. Phoenix and Los Angeles should remain alert 
to any information pertaining to interviews both in print or 
electronic media, of captioned siibjects and/or possible witnesses 
in captioned matter. 
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PH FBI PHOENIX ( 29D-LA- 102009 ) (P) 

TO- FBI WEV’J YORX/PRIORITY/ 

FBI LOS ANGELES ( 29D-LA-102009 ) ( 58C-PX-4J 605 )/PRIORITY/ 
FBI SAN FRANCTSCO/PRIORITY/ 

FBI WHFO/PRIORITY/ 

BT 

UNCLAS 

CITE: //3630// 


SUBJECT; DESERT GEM; MAJOR CASE 24; 00: LOS ANGELES/PHOENIX. 

ON DECEMBER 8, 1989, AUSA 


LOS ANGELES, 


CALIFORNIA, ADVISED THAT ON THIS DATE HE RECEIVED INFORMATION 

PUBLIC INTEGRITY SECTION, WASHINGTON, D.C., 


FROM (FNUJ 


WHO IN TURN HAD RECEIVED INFORMATION FROM CONGRESSMAN JAMES H 
SCHEUER F^IOM THE DISTRICT OF QUEENS, NEW YORK, TH,AT CHARLES H. 
KEATING, JR.' IS A PLIGHT RISK. 


DID NOT DISCLOSE 


b6 

b7C 


i;( 


r I r if iji II 


ISEARCHEO. 



SERIAUZED. 



INDEXED. 


RIEO- 


W" 


DEC 0 9 1989 





PACK 'rao Di: L’BiPX POOB UNCLA:;. 


INPORi'lATtON 


p^RCE OF INFO-RMATiON OR THE RELJABlRlTy' OF THIJ 
DID CO 5 ITACT (FNU) 


DEPARTMENT, ^JASHl/fGT 


AH. C. . 


BTATI 


J, 






WHO CONFIRMED THAT KEATING IS IN 


POSSESS lOel/OJE^-A VALID PASSPORT AND HAS A HISTORY OF APPLICATION 
AND RECEIPT OF A NUMBER OF PASSPORTS. 

( 

FOR THE INFORMATION OF NEW YORK, KEATING IS ONE OF A NUMBER 
OF TARGETS OF THE LA/PX MAJOR CASE PERTAINING TO THE FAILURE OF 
LINCOLN SAVINGS AND LOAN ASSOCIATION, A BANK FAILURE WITH LOSSES 
TO REACH 2.5 BILLION DOLLARS. ON MONDAY, 9:00 A. M. , DECEMBER 11, 
1989, A BEING, HELD IN LOS ANGELES, CALIFORNIA, IN AN 

oV^EEZE OVE-It(i 


ATTEMPT TO j 

i 

H. KEATING 




OVE-Itl|tlOO MILLION IN PERSONAL ASSETS OF CHARLES 


NEW YORK DIVISION AT NEW YORK CITY, NEW YORK. ATTEMPT TO 
LOCATE CONGRESSMAN JAMES 11. SCHEUER, NEW YORK, DURING THE WEEKEND 
OF DECEMBER 9 AND 10, 1989, TO DETERMINE THE SOURCE OF HIS 
INFORMATION REGARDING KEATING AND CONDUCT ANY FOLLOW UP 
INVESTIGATION TO DETERMINE IF CHARLES KEATING, JR. IS A FLIGHT 
RISK. NEW YORK IS TO FURNISH. THIS INFORMATION IF AVAILABLE TO 
FBI, PHOENIX SPECIAL AGENTS I 


SO THAT IT MAY -BE RELAYED TO THJE U^ S. .ATTORNEY'S OFFICE, 


LOS ANGELES, CALIFORNIA, BEFORE THE 9:00 A.M. HEARING, MONDAY, 


b6 
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i 



V/A' 



i 


\ 
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J 


% 


V# 


l-'AGK THREE DE EBXPX /OOOa UNCLAX? 
« _ 

HKCEMBKR li, roU9. 


WMFO AT WASHIWqTON, D.C, WILL CONTACT (FNU)I |OR THE 

/ 

APPROPRIATE rNDXVXbUAL AT THE STATE DEPARTMENT, V^ASHINGTON, D.C. 

AND OBTAIN COPIES OF ALL OF TflE PASSPORT APPLICATIONS AND THETR 

CURRENT STATUS FOR CHARLES H. KEATINO, JR. , A WHITE MALE, l^OB 

DECEMBER 4, 1923, SSAN 283-12-4022, AND LAST RESIDING AT 6326 

NORTH 38TH STREET, PARADISE VALLEY, ARIZONA. f 

SAN FRANCISCO DIVISION AT SAN FRANCISCO, CALIFORNIA. WILL 

CONTACT THE STATE (DEPARTMENT AT SAN FRANCISCO FOR THE SAME 
/ f 

INFORMATION SET OUT FOR. l^/MFO AS SAN FRANCISCO STATE DEPARTMENT 
PROCESSES THE PpSPbRT /APPLICATIONS FOR THE PHOENIX, ARIZONA 
DISTRICT. 

BT 

#0008 


NNNN 




\\^ 


V I- V. 





Date 


12 / 11/89 


Routing Slip 
FD-4 (Rev. 4-20-81) 


i# 


To: □ Director 
Att.; 

_LQ.S 

□ ASAC 

□ Supv. 

□ Agent 

□ SSS 

□ Rotor # 

□ Steno 

□ Typist 

□ M 

Room 


NEWSPAPER CLIPPING 


□ Acknowledge 

□ Assign □ Reassign 

□ Bring file 

□ Call me 

□ Correct 

□ Deadline 

□ Delinquent 

□ Discontinue 

□ Expedite 

□ File 


□ For Information 

□ Handle 

□ initial & return 

□ Leads need attention 

□ Open case 

□ Prepare lead cards 

□ Prepare tickler 

□ Recharge file □ serial 

□ Send to 


□ Return assignment card 

□ Return file □ serial 

□ Return with action taken 

□ Return with explanation 

□ Search and return 

□ See me 

□ Type 



GPO ; 1984 0 - 440-315 



(Mount CKppino In Space Betow) 


(Indicate page, name of 
newspaper, city and state.) 

Detroit Free Press 
Detroit , 1 1 . 

Oete: 12/10/89 

Edition: Editorials 


Title* Influence, Money an 
Politics 


Character: 

or 58C-PX-41605 

i Classification: 

Submitting Office: Detroit 


Indexing: 


I Influence, Money and Politics 


The savings and loan scandal brings to the fore 
che whole question of money and political influ- 
ence. Sen. jDonald Riegle wrote a lengthy letter to 
ihe Detroit Free Press last week contending that 
ais intervention with regulators on behalf of a 
California thrift was no different than writing a 
.etter to the attorney general urging approval of the 
Joint Operating Agreement (JOA). 

In fact, there was a big difference — $76,100 to 
oe exact. 

That’s the amount of money that epcutives 
connected to the California S&L contributed to 
Sen. Riegle’s 1986 re-election campaign. The Free 
Press says it offered nothing to Sen. Riegle in 
return for his services except the hope that some 
jobs might be preserved in his district if the JOA 
were approved. 

It remains to be seen whether the contributions 
to Sen. Riegle from the thrift executives were in 
any way improper. There is nothing necessarily 
wrong or illegal about a senator or representative 
intervening with bureaucrats to make sure a 
constituent is receiving fair play. It’s not right, 
however, for wealthy constituents to be able to buy 
favors that lesser constituents couldn’t expect to 
receive. Sen. Riegle later returned the contribu- 
tions, saying he wanted to avoid even the appear- 
ance of impropriety. 

Sen. Riegle has never been shy about 
fund-raising. A September 1988 ^icle in The 
News depicted how the senator received more than 
$17,000 in campaign funds from individuals con- 
nected to an Arkansas chicken-raising concern 


after he voted in favor of a measure exempting it 
frqm paying certain deferred taxes. In late 198^ 
this newspaper criticized a letter Sen. Riegle had 
sent to potential contributors, asking them to 
attend a $l,000-a-head fund-raising event and 
reminding them that he was about to take a seat on 
the important Senate Finance Committee. 

Many critics believe that this sort of thing 
makes an argument for tightening campaign fi- 
nance laws or even public financing of elections. As 
far as we are concerned, however, the best dismfec- 
tant remains sunlight — laws that require timely 
disclosure of campaign contributions. 

When government is pumping out huge 
amounts of money and regulations, special inter- 
ests will always find a way to jump to the head of 
the queue. The campaign finance laws already have 
been tightened considerably, and the main effect 
has been to make it tougher for political challeng- 
ers to raise funds. Public financing would simply 
drive the competition for campaign funds under 
the table. 

When Arizona financier Charles Keating was 
asked whether the $1.4 million in campaign funds 
that he raised for five U.S.' senators, including Sen. 
Riegle, was intended to buy influence, he respond- 
ed: “I certainly hope so.” The donations are now 
the focus of numerous investigations to see if any 
laws were broken. It should generally be left to 
voters to decide whether they like their senator’s or 
congressman’s fund-raising habits, however. An 
informed voter is honesty’s best friend?- 
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Date of transcription 11/15/89 


Washin^on D.C., was advised as to the identity of the 
interviewing agents and the purpose of the interview at which 
time she advised as follows: 


advised her date of birth is 

and she was nom in Boston, Massachus etts. She further stated 
her Socia l Security Account Number is I l is 

currentl y ! I AMERICAN REAL ESTATE 

GROUP (AEUSg) , a rea l estate m anacrement co mpany headquartered in 




Irvine, California. I | was former lyf _ 

' the FEDERAL HOME Loi^ BANK BOARD f 


T 


I I served in the above capacit y under the then FEDERAL HOME 

lOAN BANK BOARD ] j 

Prior to wn-rVinrf at- f-ho VRnmpaT. WOMB! Tnaw nawTr pnapn 


As mentioned, 
with the FEDERAL HOMB 


mK 


BO 
stated 


>A RD ctur ina me tenure of 

■d r\ i 


, , took the position of 

_ with the view that the board was primarily a 
poi icy-m^king body and the refore need ed a process for more 
deliberate policy-making, j j added with that in mind they 

reformed the system in effect to provide the Board members with 
deeper staff review of various options available and longer lead 
times for Board review and discussi on. Tt was with that policy- 
making process in mind that she and] |set several Board 

goals. Those goals were ' “ ‘ 

FEDERAL SAVINGS AND LOAN 


1. To strengthen and protect the 
INSURANCE CORPORATION (FSLIC) fund; 


To update the Board’s regulations; 3. To expand and strengthen 

supervisory, and enforcement operations. 


the Board’s examine. 




staff was 
ey called 


to 

a 


In 1987, the main objective of 
replenish the FSLIC fund. They had proposea wnau 
’’FSLIC re capital i z at ion bill” which was being reviewed in 
Congress. I I was attempting to solicit support from all 
legislators in order to obtain the additional funding to maintain 
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Investigation on 11/8/89 at Washington D.C. 




WMFO 

by 9mA 


^GKM/cpt 


Date dictated 


File # 58C-PX-41605 l§\ 

11/14/89 
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the FSLIC fimd. In April of 1987, 
objective on the agenda of I 


this goa l was the main 
^ staff . 


confirmed the fact she is well aware of a 


meeting wnicn roojc place on April 2, 1987. between 
foT^ high ranking Uni ted St ates senators, f 
prior to that meeting | | was somewhat distracted and 




] recalls 
irritated 


about the fact he was requeste d to attend the meeting alone 


without his staff. 


added norma lly any and all meetings 


which took pla ce regardin g the bank board | [ would take along a 

I y 1 •! n ^ J -n _ n 


.epnc 


was not involved nor did she know who 


5 telephone caUL requesting I I to attend the meeting 

She believes ^may have taken the call himself because 


staff member, 
made the 
alone. 

she recalls she believes on the same day as the meeting, April 2, 
1987, he came out of his office and was visibly irritated. At 
that time he stated he had been instructed t o attend the meeting 
alone. She believes | Ima v have taken 

initial call and transferred it into ] I In addition 

I ^ I stated one I ^ [ js 

aiig 


I 


primarily worked for[ 

•T J 


also" 


would exchange duties. 

I •PiTf+Viov* -rorial 1 es 
to 


J however she 


1 


remain in the office until the 

conclusion of the above mentioned meeting. It was cu stomary for 
to return from any and all meetings and brief ^ 
as to what took place . ' ‘ 


On this particular occasion hd 


suair 

again asked the staff to remain at the office and he would brief 
them upon returning from the meeting with the senators. 


on 

bi 




I 


_ advised as mentioned above the main objective 
Blind at this time was the FSLIC recapitalization 
She believes he was so focused that he wanted to seize 
this opportunity to meet with the senators and in addition to 
discuss the FSLIC recapitalization bill and solicit their 
support. 


i 


I does not specifically recall the time 
"she believes it was around 7:00 to 7:30 


returned however sne pexieves in was around 7:oo to 7:30 p.m. on 
April _ 2, 1987. She specifically recalls he was very upset and 
immedia tely began a bri efing session with I ~l 

She recalls 1^^ did not write a memo or any sort of 
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coitoaunication regarding the meeting however as before he relied 
on his staff to listen to the information in the briefing 
session. 


I [ added during the briefing session she 

remembers being in and out of the office doing work. At that 
particular time at 7:00 or 7:30 on the east coast it is still 
4:00 or 4:30 on the west coast and they have supervisory control 
over all the FEDERAL HOME LOAN BANKS including those in the west 
coast. They would still have been in business and she may have 
been corresponding with the west coast banks. 


when 


I 


] believes she may have been out of the room 

mentioned the second half of the alleged "QUID PRO 


QUO", regarding the home loan program which was discussed. She 
does specifically recall him m entioning that DECONCINI and the 


other senators requested ) ] to withdraw the direct investment 


regulation. As mentionea sne does not specifically recall the 
second half of that discussion regarding their suggestion that if 
the regulation is withdrawn they would improve the home loan 
program. She believes she would have definitely remembered that 
part of the conversation had she heard it due to the fact that 
the home loan program wfjs a very sensitive matter to her. She 
specifically recalls being offended and upset and also worried 
that now •toese senators were not on his sid e rega rding the FSLIC 
recapitalization bill. She further recalls mentioning they 

discussed the appraisal issue in that the ssnatots were 
complaining about the appraisal procedures used by the San 
Francisco regulators regarding the ltncqtn SAVINGS AND LOAN 
examination. She further recalls | J advising them that a 
discus^on took place regarding the length of the examination and 
that ) ] basically could not answer any questions regarding the 
details of the examination. 


^ advised she did not take any notes during the 

briefing session and a s mentioned abo ve she was in and out of the 
session. She believes [ 


would either recall more 


detail or may have e ven taken notes of the briefing, 
recalls a sense that' 


] 


~| felt very vulnerable due to the 
FSLIC recap situatioh and he felt he had been coerced by the 
senators. She believes the briefing session was not only to 
advise them as to what took place at the meeting but was somewhat 
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of a letting off of steam session forf 


She specifically 


recalls him stating, "CHARLIE must have oeen involved because the 
senators knew so much about LINCOLN SAVINGS AND LOAN". 


was not aware of the memo written by the staff 

of Senator DECONCINI on March 19, 1987. She became aware of that 
memo on November 7, 1989, just prior to her testimony before the 
House Banking Committee. As mentioned she did not know it 
existed and had not read about it in the newspaper. 


confirmed the fact she was invo lved in an 


approach by CHARLES KEATING, JR., to hiref 
bank board to go to work for KEATING. “ 


away from the 
In addition, she stated 


she has written a statement about her involvement which was 
included in her statement to the House Banking Committee. 


I advised she re calls that in early October 198 5 

she was told by then board memberP ~l 


At that 



, — — , ] rather 

, [did in fact mention it to 

I I at which tim e! J told ] j about the job offer. 

Immedi ately after I Tle amed of the app arent job offer approa ch 

he and j went directly toQ ' 

their counsel and security officer. 


their_ counsel and security officer. They explai ped tg ~| f 

exactly what they had heard about the approach. |was adamant 

4- Vi ^ Ji ^ ! L ^ 1 


that he was not going to discuss a job offer with anyone that had 
anything to do with an examination or business b efore the FEDERAL 
HOME LOAN BANK BOARD. At that tim el _ I suqcfested if they 

wanted to pursue the approach then| 1 sho uld have "an agent" 

represent him during anv negotiations . I I stated at that time he 

rent. \_ 


wanted f 
back to[ 


Jto be his agent 


Ithen went 


I I ^ I r 1 

and told her she was acting as I , J 


agent and to contact the individual who initially "toIHl 

4-Vi^ ^ mV. .... j-T 1- J n* ! J 1 J 1 


the job offer and asked that individual to contact 


I 


of 


Attorney! 
stated t(^ 
employment 


■fori 


then, shortly thereafter, received a call from 
^who practices law in Washington D.C. He 
wanted to talk to her about "an offer of 

Itold l I that 




she would pursue any such discussions with the principal. 
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directly. |_ 
she would 


and advised her 


later contacted 

e receiving a call from the office of MR. CHARLES 
KEATING. At this point, they were no t awar e as to exactly who 

the principal was who wanted to offer a j ob and upon findincr 

out it was CHARLES KEATING they were very surprised. [ 


was _ subsequently contacted by a representative from the KEATING 
office at which time a breakfast meeting was set up for November 
22, 1985, at the FOUR SEASONS HOTEL RESTAURANT in Washington D.C. 


On November 22, 1985, | [met for breakfast with 

MR. CHARLES KEATING and two of his associates at 8:30 a.m. in the 
main dining room of the FOUR SEASONS HOTEL. There was some 
confusion as to where they were to meet and KEATING and his 
associates waited for her in the lobby and she proceed ed directly 
~to thg dining room. M^en toey did not initially meet,^^ 


orrice or 
told h 
lobby. 



To 


tary 
subsequent 


of LINCOLN SAVINGS AND LOAN, called the 
determine whether she had been delayed and 
~|^that_t ^ev wer^ wai ting for he r in the 


thf 

- .. Y toldT Ithat 

probably waiting in the dining room. MR. 
and a third KEATING associate then joined 
room. 


Iwas 


in the dining 


q 



lat that t 
• • 1 


tic 

]cc 


come 


stated MR. KEATING spoke dr 

ime and told her he wanted|_ 

a job capacity which he described as 
contacts and skills to further the corporate 



"usingf 

interesrs ana activities of LINCOLN SAVINGS". KEATING explained 
his motivation by noting that there was a problem in his ability 
to have a message heard by the FEDERAL HOME LOAN BANK BOARD and 
that he needed ^ someone to educate the bank board as to their 
corporate initiatives and in his attempts to get past the 
existing regulatory road blocks. Basically KEATING felt he was 
being ignored and unheard and wanted someone to express his views 
to the ban k board. Upon learning of t he offered position. 


] advised she told KEATING thaiJ 


would defi nitely 


not be interested in the position. Th^ briSEiy discussed [ 

iCGCniXatOlTV IDllil osoril^v +“o • c! 


regulatory philosophy as oppose d to KEATIN G'S and determine d they 

[told KEATING that ^ 

told KEATING and his associates she did not 


were both very different. ~T^en[ 

would not be interested he basically stated "that's fine" at 

_ -L. • * . _ I I . M .. ^ • . . 


which time 
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want to be contacted again regarding that issue, 
advised after ceasing to discuss the j ob position she did not get 
into any sort of salary discussions, therefore at th at tim e did 
not know t^e a-mmrn-h ip-F money KEATING wanted to offer] | for the 

position. I [added at that time she believed su ch an 

offer was an attempt by MR. KEATING to remove |as the 

source of KEATING’S "regulatory problems". 


In addition to the above sometime later she believes in 
the mid to latter part of 1986, the office of Senator WILLIAM 
PT?QyMT'P'Fj became aware of the job offer by KEATING and requested 

|to write a letter deta iling her involvement. On 

Septeitiber 19, 1986, | [ did in fact write Senator WILLIAM 

PROXMIRE and advise as to the above mentioned details. 


I 
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r 1 tHE EVAN S 

j'jorcnwest . 8th Fl^r ' 

the 

the purpose of the interview at which 
time she advised as Allows: 


>TC.. 2007, 


and she was oorh * 
Security number ii 


id^sed her date of biirth is^ 

an Philadelphia , PennsylvaniaT 


JociaJ 


I I is currently a political consultant and lobbyist 

with THE EVANS GROUP LIMITED loca ted in W ashington D.C. with 

telephone number (202) 333-8777. I I also resid es in 

Washington D.C. and has a home telephone number of I 

2363. ' 


confirmed the factf 


[former 
1 She wc 


1 Ivarxous meeuinqs wx m legislators on c:apirai him T.rifn| 

I FHLBB]| pad various reasons to meet 

with represe ntatives bo-Si from the Senate and from the House and 
he would take ! | along in those meetings . | | confirmed 

she was aware of a meeting which took place on April 2, 1987, 
between ! H and four United States senators. She recalls 

prior to] fattending the meet ing she asked why she was not 
croing to arrend the meeting with I I She specifically recalls 

I stating to h^rithat he was told to attend the mee ting a nd 

nor ro bring any s1^ff members. She fu^er confirmed | j asked 

r o wait at me FHLBB 

offices tor a printing of the meeting/after it took place on 
April 2, 1987. I [confirmed in fact she was present at the 


briefing immediareiy after the April 2 , 1987 , meeting. 


I specifically recalls I I was upset upon 

returning from the meeting and basically made the statement "You 
guys would i^t believe what they asked me to do, they asked me to 
withdraw the direct investment regulation and they would hav e 
CHA^IE KEATING build up their home loan program. ” j j 

lurtiier sr^ted she was present during the entire briefing however 
did not take notes as to the information being relayed by! 
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I I recalls in general hearing about the senators 

complaints regarding appraisal standards and the length of. the 
ex^. She does not recall if she heard this at the April 2 , 1987 
briefing. She believes it logical that l [ mentioned at least 
the length of the exam issue, during the briefing. She believes 
this due to the fact it precipitated his referral to the San 
Francisco - examiners . 

] also confined the fact that she was involved in 
late night meetings on or about December 18, 1986, when 
discussions were taking place among the bank board members and 
staff as to the direct investment regulation. The regulation had 
been in effect for approximately two years and was due to be 
either renewed or changed. Discussion was taking place regarding 
■^e various changes that could be made to the current direct 
investment regulation. In additio n also taking place in tbp, 
discussions were th en board memb er I I 

specifically _ recalls f Iremai ninq some^at quiet during t he 

late night discussions. I b pecifica^v recallsl |not 

submitting a proposal during the late night meetings^ He then 
presented a proposal the next day completely typed in neat form 
at the official bank board meeting at which time a "'^te was to be 
taken. I R ecalls the proposal] [submitted had a number 

of changes to the direct investment rule includin^one which 
would directly and primarily benefit LINCOLN SAVINGS AND LOAN. 





0 




000 J nRi oo?,o(-» 

If'BlLA FBIPX FblNY t'BlWMFO 
DE EBISF #0000 3460240 
ZNR UUUUU 
P 120210Z DEC 89 

EM £-BI SAW FRANCISCO ( 29D-LA-102009 J ( RUC ) (SQUAD 5) 
TO FBI LOS ANGELES ( 58C-PX-41605 )/PR10RlTY/ 

FBI PHOENIX/PRIORITY/ 

INFO FBI NEW YORK/ROUTTNE/ 

FBI WMFO ( INFO) /ROUTINE/ 

BT 

UNCLAS 

CITE: //3790// 


r-r. r. 




SUBJECT: DESERT GEM; MAJOR CASE 24; 00: LA/PX. 


U. 


STATE 


b6 

b7C 


DEPARTMENT, 52B MARKET STREET, SAN FRANCISCO, CALIFORNIA 9410&, 
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6. Level of subject official (See codes on reverse. Use additional pages, as necessary, for 
additional subjects.) 

Level K04 Number of Subject(s) 5 
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Number of Subject(s) 
Number of Subject(s) 


7. Indicate which of the following investigative techniques have been utilized to date. 

(check all appropriate boxes) 


Code Number / Description 

Z1 □ Acct. Tech. Assist. 

Z2 □ Aircraft Assist. 

Z3 □ Computer Assist. 

Z4 □ Consensual Monitoring 
Z5 □ Elsur - FISC 

Z6 □ Elsur - Title III 

Z7 □ Eng. Sect. Field Support 
Z8 □ Eng. Sect. Tape Exams 

Z9 □ Hypnosis Assist. 

Z10 □ Ident Div. Assist. 

Z11 (A) □ Symboled Informant 
Z11 (B) □ Cooperating Witness 
Z11 (C) □ Cooperating Subject 
Z12 □ Lab. Div. Exams 

Z13 


Code Number / Description 

Z14 □ Pen Registers 
Z15 □ Photo Coverage 
Z16 □ Polygraph Assist. 

Z17 □ Search Warrants Use 

Z18 □ Show Money Use 

Z19 □ Surveillance Squad Use 

Z20 □ Swat Team 

Z21 □ Tech. Agent 

Z22 □ Telephone Toll Records 

Z23 □ Group I UCO 

Z24 □ Group II UCO 

Z25 □ Undercover - Other 

Z26 □ NCAVG/Vi - CAP 

Z27 □ VIA 


□ Lab. Div. I^ld Support 
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8. JVpe of Corruption investigatec^pec/c all appropriate boxes) 

Code Number/Description Code Number/Description 


(A) 

Judicial Corruption 

(B) 


Legislative Corruption 

A1 □ 

Federal 

B1 


Federal 

A2 □ 

State 

B2 

□ 

State 

A3 □ 

Local 

B3 

□ 

Local 

A4 □ 

Territorial 

B4 

□ 

Territorial 

(C) 

Contract Corruption 

(D) 


Regulatory Corruption 

Cl 

Federal 

D1 

□ 

Federal 

C2 □ 

State 

D2 

□ 

State 

C3 □; 

Local 

D3 

□ 

Local 

C4 

Territorial 

D4 

□ 

Territorial 

(E) 

Law Enforcement Corruption 




E1 □ 

Federal 




E2 □ 

State 




E3 □ 

Local 




E4 □ 

Territorial 





9. Does corruption involve drug related activity? (check one) □ Yes 0 No 
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Complaints 

F. 

Acquittal 

B. 

Informants 
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Recoveries 

C. 

indictments 

H. 

Restitutions 

D, 

E. 

Convictions 
Pre-trial Diversions 

I. 

Potential Economic 
Loss Prevented 


11. Forfeiture Provisions Utilized (check one) □ Yes B No 

12. Status of Case (check one) 

0 Pending Preliminary Inquiry 

□ Pending Full Investigation 

□ Closed 

13. Basis for Closing (check one) 

□ U.S. Attorney Declination 

□ Dismissal 
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ALLEGATIONS CONCERNING U.S. 

SENATORS ALAN CRANSTON, 

DENNIS D. DE CONCINI, 

JOHN GLENN, 

JOHN MC CAIN, 

DONALD RIEGLE; 

'CHARLES H. KEATING, JR., 

DOING BUSINESS AS 
LINCOLN SAVINGS AND LOAN (LSL) 
ASSOCIATION OF CALIFORNIA AND 
AMERICAN CONTINENTAL CORPORATION (ACC) , 
PHOENIX, ARIZONA; 

CORRUPTION OF FEDERAL PUBLIC 
OFFICIALS - LEGISLATIVE; 

00: PHOENIX/LOS ANGELES 


This matter is currently in a PI status. Based on 
information set forth in the enclosed LHM, the Bureau is 
requested to forward mentioned LHM to the Public Integrity 
Section, DOJ and obtain authority to convert this matter to a 
full investigation. 

Request of the Bureau 


Bureau is requested to obtain from DOJ a prosecutive 
opinion regarding the merits of this case outlining the 
violations that may apply to this investigation. This opinion is 
necessary to assist agents conducting the investigation so that 
they can establish priorities, limits, and strategies for 
interviews. It would also be helpful if DOJ provided a 
prosecutive theory based upon the strategies they believe to be 
applicable to this case. 

The following are but a few of the questions that may 
be answered by obtaining a prosecutive opinion from DOJ: 

1) To prove a violation under Title 18, USC, Section 
201 (Bribery) , must it be shown that the public 
official personally benefited in exchange for an 
official act, or is it sufficient to show that the 
official benefited politically from contributions to 
political organizations? May the "bribe" be in the 
form of a legal contributions to a tax-exempt voter 
registration organization? 

2) Under Title 18, USC, Section 1505 (Obstruction of 
Agency Proceedings) , what is necessary to prove that 
the obstruction was done "corruptly" as required by the 
statute? Must a bribe be proved? Or is proof of 
extraordinary attempts to influence the FHLBB 
sufficient? Is evidence that the tax-exempt 
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organizations affiliated with CRANSTON were improperly 
partisan, rele vant t o prove the corruption? With 
respect to the administration at FHLBB, what 

differentiates between mere lobbying by ACC and 
attempts to corruptly obstruct the FHLBB? 


3) Would the senators meetings with | | and the San 

Francisco FHLB regulators be considered "official acts" 
for purposes of Section 201? Would the senators' 
attempts to influence the FHLBB be considered fraud 
against the U.S. for purposes of Section 201? 


4) Would proof of KEATING'S belief that political 
contributions were necessary to obtain the political 
influence the FHLBB be sufficient to constitute an 
extortion under Section 1951? 

Proposed Investigation 


Following is proposed investigation to be conducted 
upon receiving authority for a full field investigation: 


1) Subpoena California Democratic Party records 
relating to $85,000 contribution by ACC in 1986, which 
was reportedly spent for Cranston's re-election effort. 
After these records are obtained and reviewed, 
interview appropriate California Democratic Party 
officials. 


2) Interview! 

circumstances of: 


Los Angeles, 


re 
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a. $100,000 he reportedly raised for the Republic OkK 
Party from Keating and his associates. 

b. $172,000 he reportedly raised for California 
Governor George Deukmejian from Keating and his 
associates. 


c. Lobbying he did on Keating's behalf. 

3) Subpoena records from the National Council on Public 
Policy, a Washington organization affiliated with John 
Glenn, which received $200,000 from ACC. Review 
records of the Center for Participation in Democracy, 
Los Angeles, the Organizing Institute, Pacific Grove, 
California, the Forum Institute, Washington, DC, and 
USA Votes (New Dimension Resources), Washington, DC, 
which are or have been subpoenaed in connection with a 
related federal election law investigation. ACC 
contributed $400,000 to CPD, $325,000 to the Forum 
Institute, and $125,000 to USA Votes. The Organizing 
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and CPA were founded by 



4) Obtain from DOJ interviews regarding the 

investigation conducted in 1986-87. 

5) Review U.S. Senate financial disclosure reports 
filed by Senators DeConcini, McCain, Cranston, Glenn, 
and Riegle to uncover any financial relationships any 
may have had with Keating, ACC, or the organizations 
that received contributions from ACC. These reports 
have already been obtained. 


ing to 
\ business 


dealings with Keating. 


7) Attempt to obtain details of McCain's vacations in 
the Bahamas and other travel at Keating's expense. 

8) Locate and review Lincoln records relating to loans 
made to R.A. Homes, a development company owned by two 
unpaid members of DeConcini 's campaign staff. 

9) Interview I I who, while at Arthur Young., 

wrote the senators regarding the unfairness of the 
Lincoln exam and who reportedly met with Senator Riegle 
on February 26, 1987. 

10) Interview [ former U.S. Treasury 

Department official now in New York City, regarding his 
reported comment that Keating bragged to him about his 
political influence and his job offer to 


11) Interview ACC officer 
involvement in fund raising anc 


J re his 

jying. 


12) Interview Washi ngton attorney I | and 

former FHLBB member who reportedly passed 

word tol I of Keating's job offer foJ I 


13) Interview former White House staff members 

regarding former White House cn ief 

of Staff Donald Regan's dissatisfaction with | 

14) Review testimony and exhibits from the U.S. House 
of Representatives Banking Committee 1989 
investigation . 

15) Subpoena appointment books and th e like from FHLBB 

I to discover 

contacts they had with politicians and ACC/LSL 
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officials. 


16^ Interview f ormer FHLBB members ^ 

re ACC/LSL lobbying. 




5 to 

twice by 

rr _ 


17 ) Interview 
who , according to 

telephone and once in person mat me reason for 
transferring the FHLB exam of LSL from San Francisco to 
Washington was related to Keating's influence, but that 
he could not discuss it further. Inte rview Farm Credit 
Administ ration of ficial I ~l wh o reportedly 

witnessed ' 


say this to 


18) Interviewl who told 

that Keating wanted to nire her. 

19) Interview former Arizona Governor Bruce Babbitt, 
who reportedly spurned attempts by Keating to influence 
him. 


21) Interview 


of the FHLBB of Springfield, 


Illinois, who participated in the LSL exam and who 
reportedly claims that he was instructed to overlook 
certain points in the exam. j 37 c 


22) Interview 


and other 


FHLB examiners involved in the second exam of LSL. 


23) Interview 

regarding Keating lobbying. 


24) Interview 


Washington, DC 


journalist who had conversation with Keat ing regarding 
having spent $11 million to "get 


25) Interview 


1 Tucson, Arizona, 

^ L 

LSL Who was a 

"traditionalist" operator of 


thrifts. 

prior to accepting the position. 

26) Interview l \ PSA, FHLB, Seattle (12th 

District) regarding his objection of having LSL 
transferred to Seattle. 


27) Interview former LSL 




and Appraiser 
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this property showing title in Alan Cranston. This 
appraisal was located in LSL records acquired by 


subpoena and suggests that a loan by LSL to Cranston 
was contemplated in October 1986. 

28) Interview former Dennis 

DeConcini campaign treasurer, who was indicted October 
1989 for embezzlement of campaign funds. 
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U.S. Department of Justice 




Federal Bureau of Investigation 


In Reply, Please Refer to Phoenix, Arizona 85012 

File No. 


December 19, 1989 


ALLEGATIONS CONCERNING U.S. SENATORS 
ALAN CRANSTON, DENNIS D. DE CONCINI, 

JOHN GLENN, JOHN MC CAIN, DONALD RIEGLE; 
CHARLES H. KEATING, JR. , 

DOING BUSINESS AS 
LINCOLN SAVINGS AND LOAN (LSL) 

ASSOCIATION OF CALIFORNIA 
AND AMERICAN CONTINENTAL CORPORATION (ACC) , 
PHOENIX, ARIZONA; 

CORRUPTION OF FEDERAL PUBLIC OFFICIALS - LEGISLATIVE 


This matter was initiated on November 8, 1989, at the 
request of the Public Integrity Section of the Department of 
Justice which asked the assistance of the Federal Bureau of 
Investigation (FBI) to conduct an investigation into allegations 
concerning captioned U.S. Senators. The allegations arise out of 
the activities of Charles H. Keating, Jr. , a principal in the 
failed Lincoln Savings and Loan Association of California. 
Allegedly Keating, his associates, and entities controlled by 
Keating made contributions to the senators campaigns and/or other 
organizations affiliated with the senators. Subsequently, the 
senators sought to intervene with the Federal Home Loan Bank 
Board (FHLBB) on behalf of Lincoln Savings and Loan, which at 
that time, was being examined by the Federal Home Loan Bank of 
San Francisco (FHLB-SF) . 

When the request for investigation was made, it was 
determined a preliminary inquiry was in order to determine 
whether the U.S. Senators may have been in violation of Title 18, 
U.S. Code, Sections 201 (Bribery) , 371 (Conspiracy) , 1951 (Hobbs 
Act) , and/or 1505 (Obstructions of Proceedings Before an Agency) 
as it relates to their intervention on behalf of LSL with the 
FHLBB. 


It was decided investigation under the PI statu s shou ld 
be limited to interviews to corroborate statements made I 

the FHLBB, relating to his meeti ngs with 
me senators ana the suosequent meeting arranged by I I for the 


This document contains neither recommendations nor conclusions of the FBI. It is the property of the FBI and is loaned to 
to your agency; it and its contents are not to be distributed outside your agency. 
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senators with the regulators from the FHLB-SF. These regulators 
were conducting the examination of LSL in Irvine, California. 

Investigation to date has consisted of interviews of 
the following individuals: 


[Federal Home Loan Bank Board, 

Washington, DC 


| of the 

Federal Home Loan Bank Board, Washington, DC 


at the Federal Home Loan BanJc Board, wasnxngron, DC" 


the Agency- 


Group, responsible for supervision of thrifts in the 
11th District of the Federal Home Loan Bank Board; 

is currently the District Director of the 


ottice ot Thrift Supervision in San Francisco, CA 


of San Francisco 


the Federal Home Loan Bank 


Federal Savinas and Lo an Insurance Corporation (FSLIC) , 
Washington, DC; 


is currently the District Counsel 
for the 11th District for the Office of Thrift 
Supervision 


formerly the Supervisory Agent for 

the Fede ral Home Loan Bank Board of San Francisco; 

~| is currently an Assistant Director for the 
Office of Thrift Supervision in San Francisco, CA. 


I I formerly Attorney, Office of General 

Counsel , F ederal Home Loan Bank Board, Washington, DC; 
I \ is currently a practicing attorney in San 

Francisco. I of the above- 

mentioned I I 


As previously mentioned, | | 

of the FHLBB testified before the house banking committee on 
November 7, 1989 at which time he advised the committee as to two 
priva te meetin gs held with the five U.S. Senators. On April 2, 
1987,^ ^ was summoned to the office of Dennis DeConcini to 
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meet alone with Senators DeConcini, Cranston, Glenn and McCain. 

In that meeting. Senator DeConci ni speaki ng on behalf of himself 
and the other senators recpiested i | to withdraw the direct 

investment regulation which had recently been enacted and in 
return Charles Keating and LSL would then increase their home 
loan program. In addition, the senators asked numerous detailed 
questions about the length of the examination being conducted and 
various questions regarding the appraisa l proce dures being 


utilized by the San Francisco examiners 
fully answer the questions of the senators and 


I was unable to 
referred them to 
the San Francisco regulato rs for additional details. At the 


FHLBB in Washington, DC and b] 

riefe. 

d -HVi-y-QO 1 1 

1 Those 1 

were 




|was later contacted within one week of the meeting 
with the Senators and requested to set up a me eting between the 
senators ^nd the regulators in San Francisco. I [ then 
contacted 
meeting. 


. in San Francisco to arrange the 
The Senators requested the regulators meet on April 9, 


1987 also in the office of Dennis DeConcini. 


As 


noted, the three individuals who were immediately 
briefed by| [were also interviewed concerning this matter. 

All three of the individuals confirmed the fact the meeting took 
place and that | I atte nded “^ ihe meeting alone without staff. 


All confirmed the fact that ] was requested to go without 

staff and the fact the Senators had .no staff in the mg^ting was 
extreme 1 
the fact 
briefed 


extr aordinary . All three 

limmediately returned to the 


V ext 
i:hem 


FHLBB 

as to the meeting with the Senators. 


ponf irmed 
offices 


and 


During the week of November 27, 1989, the four 
individuals from the San Francisco FHLB who met with the Senators 
on April 9, 1987 were interviewed. All those who attended the 
meeting on April 9, 1987 confirmed that present at the meeting 
were Senators Dennis DeConcini, Donald Riegle, John Glenn, John 
McCain. Senator Alan Cranston briefly joined the meeting 
introduced himself to all the bank board representatives, and 
advised he concurred in totality with the views of the other 
Senators and excused himself to go to the Senate floor. The bank 
board representatives present at the meeting confirmed the 
Senators had no staff in attendance at the meeting. They said 
Senator Dennis DeConcini took the lead at the meeting and 
appeared to be extremely knowledgeable regarding the LSL 
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situation. All the individuals confirmed the Senators questioned 
them regarding the length of the examination and the appraisal 
procedures used during the examination. In addition, they said 
the Senators requested the bank board to grant LSL "forbearance" 
regarding the direct investment regulation until a pending 


lawsuit was decided. 
Attorney r 

? J— ^ 


with the senators . 


All of the individuals confirmed that 

I took detailed notes during the meeting 
TnjL the individuals had recently reviewed 
transcripts of the notes and concurred with their completeness 
and accuracy. 
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Investigation has also included reviewing records from 
the Federal Election Commission (FEC) in Washington, DC which 
reflect the following contributions were made to the five U.S. 
Senators from Keating, his family, and employees; 

4/9/85 Keating and associates contribute $13,000 

to Senator Alan Cranston 

7/31- 

8/15/85 Keating and associates contribute $22,000 

to Senator John Glenn. 


7/31 - 

8/15/85 Keating and associates contribute $16,000 

to Senator Dennis DeConcini. 

10/14-25/85 Keating and associates contribute $8,000 to 
Senator Alan Cranston. 

3/17-31/86 Keating and associates contribute $54,000 
to Senator John McCain. 

8/4-6/86 Keating and associates contribute $11,000 
to Senator Alan Cranston. 
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3/11-24/87 Keating and associates contribute at least 
$70,750 to Riegle. 

10/27/89 Keating and associates contribute $5,500 to 
Dennis DeConcini. 

It has been widely reported that Keating and 
associates contributed $85,000 to the California State Democratic 
Party that were used primarily to assist Cranston in winning his 
1986 Senatorial campaign. 


Investigation has shown that on Ju ly 10, 1987, | | 

I I organized and 

incorporated two tax exempt organizations purportedly designed to 
be involved in ”get out the vote" efforts. Those organizations 
are the Center for Participation in Democracy and the Organizing 
Institute (originally known as Monterey Leadership Training 
Institute). On February 10, 1988, ACC contributed $400,000 to 
the Center for Participation in Democracy. Senator Alan 
Cranston has admitted soliciting the money from Charles H. 

Keating and, in fact, flying to Phoenix to personally pick up the 
$400,000 check. Cranston has further confirmed in the press he 
solicited from ACC $325,000 for an organization called the Forum 
Institute and $125,000 for a project called USA Votes affiliated 
with New Dimension Resources, Washington, DC. 


During the period of late 1985 through March 1986, ACC 
reportedly contributed $200,000 to an organization called the 
National Council on Public Policy. This organization reportedly 
is a tax exempt organization affiliated with Senator John Glenn. 


On April 13, 1989, ACC filed for Chapter 11 
reorganization in the State of Arizona. On April 14, 1989, the 
FHLBB seized LSL and placed it in conservatorship. Since that 
time, the above events and the involvement of the five U.S. 
Senators has been widely publicized. According to statements 
made to the press by the Senators, they have stated one of the 
reasons they got involved with the LSL situation and spoke with 
and the San Francisc o regulators wa s due to a letter 


written to the Senators fr omf 


, ,on March 13, 1987. 

1 the accounting firm of Arthur Young and 


Associates. The accounting ■f irm had b^ en hired to conduct an 
indepen dent audit of LSL, and 
letter. 


headed the audit. In the 
discusses the examination by the FHLB 
regulators and states the regulators were unreasonable and the 
examination lasted longer than necessary. In addition, the 
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Senators have stated they relied on a letter written by 
I I the Feder al Reserve Board. 


was a 


The letter was written in February 1985 whenf 

private consultant. The letter was written to the FHLBB of San 
Francisco on behalf of LSL requesting that LSL be exempted from 
the 10% direct investment rule. Some of the Senators have 
publicly said they met with Keating and his associates and were 
simply performing constituent services by meeting with the 
represen tatives from the FHLB of San Francisco and with 




from the FHLBB of Washington, DC. 

Included as part of this memorandu m are copies of all 

and the other FHLB 

L 


FD-302's reflecting interviews with^ ^ 

representatives. Also include d are copiesof thef 
thd hei-i-P-r. f 
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On December 7, 1989, a meeting was held in Phoenix, 
Arizona to discuss the status of the preliminary inquiry and 
justification for converting this matter to a full investigation. 
In attendance at the meeting were the following: 


Attorney 


from the Public Integrity Section, 


Department of Justice, Washington, DC, 


Supervisor 

DC 


FBI Headquarters, 


Washington, 


Assistant U nited States Attorney (AUSA) 
USA Office, Los Angeles, CA 


Special Agent (SA) 

saI 


Phoenix, AZ 



Santa Ana, CA 


During this meeting. Attorney 
investigation be immediately conducted 


suggested further 
to further corroborate the 
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initial allegations. 
any and all attempts to in 


suggested the investigation focus upon 
luence the FHLBB d uring the time both 


Public I ntegrity Section Attornev I I and AUSA 

declined to render a preliminary prosecutive 


opinion at this time stating additional investigation was 
warranted. Both agreed based on the direction of the 
investigation and the current allegations, the applicable 
statutes in this matter would continue to be Title 18, U.S. Code, 
Sections 201 (Bribery) , 371 (Conspiracy) , 1951 (Hobbs Act) , 
and/or 1505 (Obstruction of Proceedings Before an Agency) and 
additionally Title 18, U.S. Code, Section 208 (Acts Affecting a 
Personal Financial Interest) . 


USA Steven M. McNamee, District of Arizona, Phoenix, 
also declined to render a prosecutive opinion until he had an 
opportunity to review the results of the pending investigation. 


The following interviews were conducted by the FBI in 
Washington, DC and San Francisco, CA and are included in this 
LHM: 
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FD-302 (REV. 3-10-82) 


- 1 - 

FEDERAL BUREAU OF INVESTIGATION 


Date of transcription 


12/11/89 


date of birth 




Office of Thrift 


supervision, 580 Calif orn: 

La Boulevard, San Francisco, CA 94120. 

1 residence 


San Carlos, California 


provided the following information 


regarding the meeting he attended in April of 1989 with U.S. 
Senators DENNIS DE CONCINI, JOHN MC CAIN, ALAN CRANSTON, JOHN 
GLENN, and DON RIEGLE. 



bank board employee who had the responsibility preparing the case 
for the recapitalization of the FSLIC and the litigation against 
the "forbearance” provision of 1987 Competitive Equality Banking 
Act (CEBA Legislation) . 


I I stated that when he was working with the FSLIC he 

had been detailed to Washington, DC from the Federal Home Loan 
Board in San Francisco. 


I I said that he has an AB Degree from the University 

of Michigan, 1973 and a Juris Doctorate Degree from the University 
of Michigan in 1976. 


said he first became aware of the LINCOLN SAVINGS 

AND LOAN ASSOCIATION (LSL) in 1984 as the Savings and Loan 
Association tl^at "led the charge" against direct investment 
legislation 


1 


at this time and the board had lost several lawsuits 


regarding brokered accounts. | [ responsibility was to assist 

the board in respons e to anticipated lawsuits regarding direct 


investments. ^ [said that direct investment had been adopted 

by the board in January 1985 and any direct investment prior to 


Investigation on 11/28/89 at San Francisco, CA File# 



58C-PX-41605 


12/3/89 


This docuntent contains neither recommendations nor conclusions of the FBI. It is the property of the FBI and is loaned 
to your agency; it and its contents are not to be distributed outside your agency. 
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Continuation of FD-302 o 


On 11/28/89 ^ Page 2 


this time would be "grandfathered” . said when he first 

heard of LSL, it related to their " ' charge against ' direct 
investment", LSL was not considered a problem savings and loan 
association at this time. 


said that in March of 1985 LSL applied for 
pemission to invest 40% of its assets in direct investments. 
This application was made to the San Francisco 11th District of 
the Federal Home Loan Board and it was turned down. The Federal 
Home Loan Board (11th District San Francisco) dec ision w as 


appealed by LSL to Washington, DC and as a result [ 


worked on 

this decisio n and t he subsequent denial of it by the Federal Home 
Loan Board ' ' 

available (1 


(li^ 


said from review of the public documents 

s and log's) of ACC revealed that the institution 
was involved in unsafe investment practices. | [alluded to 

GULF BROADCASTING in an unfriendly takeover and their capital was 
being invested in other risky investments. 


[said that also in August 1986 there was a meeting 

in Washington, DC as a result of the March 1986 examination which 
had taken approximately seven months. This examination re vealed 
that LSL was at that time a failing thrift. At this time, 
was in the Office of Enforcement an d Litigation Unit and he 


assigned an attorney. 


to begin the legal work on the 


application of consefrvatorship and/or receivership for LSL. 


I I said the next time he met with officials of 

AMER ICAN CONTINENTAL CORPORATION (ACC)/LSL was in the fall of 1986 
When I ~| a New York Attorney, informed the Federal 

Home Loan Board that they could not review any documents 
pertaining to LSL unless examiners went through his New York law 
firm. This led to a meet ing in Washington, DC. T hose that the 
attended the meeting were | [from San 

Francis co Federal Home Loan Board, ] J 

1 Washington, DC Feder al Home Loan Board, and] T 

~ ~l As a result of this meeting, tnere 

was no resolution with the exception of the fact that the New York 
law firm would have lawyers at the examination scene and all 
docume nts still continued to be reviewed by the New York law firm. 

I I said this, in effect, was as form of discovery that was 

being utilized by LSL. 


_ said that in January 1985 or January 1986, the 
direct invesrment regulation had a buil t in suns et rule. The bank 
board at this time only had one member, I I and therefore it 

could no t act. There were two recess appoi ntments to the bank 
board of | I extended the direct 
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investment regulation with the vote of| | however, 

had sponsored a rule wh ich signif icantly weakened the direct 
investment regulation. [ proposal in essence was if the S 

& L had sufficient c apiral , it could invest some money in whateve 
deemed appropriate . I I said there were several points to the 

I I proposal and believed that point 11 would have designated 

inadverten t inves tments by an S & L as being grandfathered by the 


proposal . 


further stated that if a thrift believed its 


direct investme nrs wer e grandfathered, they would in fact be 


granararnerea. [f urther s tated that this pro posal wo uld ha 

benefited LSL directly. I ( further stated that ~|had 

signific ant loans with LSL and this propos al would have directly 


affected 


repayment of the loans. 




would, in fact. 


have to refin ance hi s acquisition development ana construction 


(ADC) loans. 

violation of the direct investment rule at the time [ 
his proposal to the board. 


said that he recalls LSL was $6 00 milli on in 

]made 


said that he was aware of 
with LSL and inror iped F 
unde rstandin g that 


this 


information. [ 


I then 


involvement 
stated that it is his 
info rmed Senator WILLIAM PROXMEYER of 

kaid that he lat er explained in 

detail to a PROXMEYER aid, | Isaid that jP ederal 

Home L oan Boa rd employee in Wa shington. 1 | e 


a I 

toll 


helped 
result 

agencies began an investigation off 
was the Office of Government EthicWr 


1in t he briefing oq 

referral to Senator proxm: 


also 


said that as a 
IYER, several government 
one of which he recalls 


the job in San Francisco 


said tha t in February or March 1987 he accepted 


efforts to pass the recapitalization legislation 
however, he did not move to San Francisco until July 


the FSLIC in its 
said. 


Jut 


1987. 


[ said that the bank board held public hearings in 
March 198’? and again LSL ha d the pr eponderance of the testimony in 


favor of direct investment. 

testified at this meeting as well as LSL representatives . 


] recalls that[ 


] 


called 


W66tihg, 

stay at the office until 


said that on April 2, 1987, 
had a meeti ng with four U.S. Senators. 


After the 


knew 


ion his c ar teleph one and asked him to 

returned . I I was aware that 


had a meeting on the hill, however, he does not reall if he 
the substance of the meeting. 


said that he did not discuss with 


any agenda 
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prior to the April 2, 1987 meeting. | |said he was aware that 

Senator DON RIEGLE had set up the April 2, 1987 meeting wit h the 
four senators, but believes he had this after the m eeting . | 
said at this time the FSLIC was almost bankrupt and I I was 
attempting to discuss with any senato r on the hill the 


recapitalization of the FSLIC 


• : 

orb 


also had been attempting to 


persuade Congres s that " the forbe arance ” clause was bad for the 


thrift industry. 


said that | w as awar e 


senators wanted to discuss LSL, however, _ 
in addition to this wanted to d iscuss forbearance and the 


rec^italization of the FSLIC. 


1 


_ _ that the four 
] believes that 


said he does not know if 


had been instruc ted to come to the meeting alone withou t any 


member of his staff. 


also does not believe that 


the number of senators that were to be present. 


knew 


said that uponi [return to the bank board h e 

met wi th him I I 

1 said that he did not take any notes of this meeting. | 
toid him that four senators and identified Senators CRANSTON, 
GLENN, DE CONCINI, MC CAIN as being present. | I said that the 

investment regulation in 
] said that 
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senators wanted him to "yank the di rect 

I the senate 

were concerned about the length of the exam process, however, 
said he could not respond because he was unfamiliar with the 
examination of LSL. Senator GLENN seemed to be particularly upset 
with the length of the examination. I I said he could not 

respond to specific aufistions regarding LSL because he supervised 
over 3,000 thrifts. I I said that the 



senators 
Federal Home 


were also 
Loan Board 


ab out the vendetta of the 

[ responded by saying that he never met CHARLES 
further stated that he had confidence in the San 


concerned 
against L 
KEATING. 

Francisco office of the Federal Home Loan Bank and did not 
■believe that th ey had been unfair in the examination of LSL. 

L I said that |was upset with the m eeting and said that , 

"you guys won't peiieve what they want". | | said that] ^_lwas_ 
''amazed, bemuse d, and upset" with the April 2, 1987 meetingT l 
informed I r fchat he had agreed for the senators to meet with 


the San 


Francisco Federal Home Loan Bank officials, including 


said that between April 2 and 9, there were 


numerous scheduling telephone calls with the San Francisco people 


f 


said 


nap ubWNis DE CONCINI or his office was the entity that agreed to 
the meeting date and its location which was Senator DE CONCINI 's 
office. 
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I said that the meeting occurred as scheduled by 
Senator iJjt; concxni's office on April 9, 1987 in Senator DE 
CONCINI's office. The five U.S. Senators present were DE CONCINI, 
JOHN MC CAIN, ALAN CRANSTON, JOHN GLENN, and DON RIEGLE. 


I I said that in regards to Senator CRANSTON, he did 

not attend the entire meeting, however, on one occasion he "stuck 
his head in the door" and stated that he agreed with the topic of 
discussion. 


said that he took detailed notes and attributed 
experience on a co llege de bating team as assisting him in the 


his 

taking of these notes. [ 


J said he does not recall if he rough- 


drafted or dictated into a dict aphone what became his typewritten 

certain he did 
said 


notes to 
not type 




that[ 
that he 
office, 
these notes. 


said he is, 
is memo that ultimately was sen 


regue sted 
Lsent 


the typed version and 


f 


ho 


I 


ever . 


further told 


a copy of these notes to Senator RIEGLE 's 
said there was nothing to add or to delete from 


] di 


as the meeting unfolded, 
each page of these notes, 
evidence . 


_volunteered the original typed notes and memo to 
ated April 10. 19 87 and his handwritten notes taken 


[additionally initialed and dated 
The notes have been exhibited as 
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FRANCISfe 


Date of transcription 12/5/89 


, FEDERAL HOME LOAN BANK OF SAN 

JJiiLKeamy, San Francisco, California, 


(FHLB-SF) 

telephone | \ was advised as to the identity of the 

interviewing agents and the purpose of the interview at which 
time CIRONA advised as follows: 


FHLB-SF and has been in that posi-hi on sincell 
date of birth is| 

New York. He on-rT-Ani-ly -roc-iHog [ 


advised his current positioi 

on since[ 

and he was born in Brooklyn . 


1 


HIS 


Jsan Francisco, California. 


Prior t 

was involved in 


tE 


Jthe FHLB-SF, 

le rnrirt industry in Rnnh^g'hg.-r 


KUCHESTEK, NEW IdURK. 


“EI5" 


^^^the FHLB-SF he basically 


, [ sta ted I ~ 

has the s^e duties I |^ny commercial bank with"* 

lAe exception of the fact the FHLB is a wholesale bank. As a 
wholesale bank they sell money to member institutions and conduct 
a variety of correspondence services. The area which is covered 
the FHLB-SF is called the 11th District and includes 
California, Arizona, and Nevada. 


, ^ [ advised as a general rule FHLB-SF 

he does not get involved in the examination process. ITormally 
after an exam is completed he and his staff will review the 
results of the exam. At that point, if problems exist they will 
decide on what action to take. The bank may request the 
institution to make a variety of changes which can be 
accomplished by a request from the FHLB-SF. If there are major 
problems and he and his staff recommend receivership or 
conservatorship, that final decision must be made by the FEDERAL 
HOME I/DAN BANK BOARD in Washington D.c. 


of 


. ^3onfirmed he is well aware of past examinations 

LINCOjjin savings and K)AN. He further stated he is aware of 


the holding company which owns LINCOLN SAVINGS AND LOAN, AMERICAN 
CONTINENTAL CORPORATION (ACC) . He is also familiar with the 
chairman of ACC, CHARLES KEATING, JR. He believes he met CHARLES 
KEATING on one occasion at a luncheon-reception in 1986 held by 
the CALIFORNIA LEAGUE OF SAVINGS AND LOAN INSTITUTIONS. To his 
knowledge he has not spoken with nor met with CHARLES KEATING at 
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any other occasion since that time. Even though an exam was 
taking place in 1986 during the time he met KEATING, there were 
not attempts by KEATING people or office rs of LINCOLN SAV INGS AND 


IDAN to meet with or speak directly with, 
he would have been happy to meet with them nowever tney 
request any meetings. 




stated 
id not 


I confirmed he was in attendance on April 9, 1987, 
in a meeting held in the office of Senator DENNIS DECONCINI in 
Washington D.C. On April 8, 1987, he contacted his office in San 
Francisco and received a message from his secretary stating he 
was to re port to the office of the FEDERAL HOME LOAN BANK BOARD 
I , I on April 9, 1987. At this particular time he was in New 

York Ci ty conducting business. The message continued to say 
I l and others would be meeting with a group of United States 

senators in DECONCINI ’s office the evening of April 9, 1987, and 
the subject would be the LINCOLN SAVINGS AND LOAN exam. 


b6 

b7C 


[ recalls arriving at the bank board at 
approxim ately 5; 00 p.m. on April 9. 1987. At that time he 
observed I ' 

I having a meeting regarding the scheduled meeting with 

the senators. At the t ime he arrived the plans had already been 
formul ated fori Ito gi ve the initial presentation about the 

exam. _ I I wer e to answ er any additional 

questions the senators may ask. I ~l specifically recalls they 

felt the purpose of the meeting with the senators was simply to 
justify toe lengto of the exam and to explain their position and 
possibly their findings in toe exam. 


advised toe meeting was basically started as a 
lecture' irom Senator DECONCINI. The lecture cheinged the original 
tone and purpose of the meeting. | ^elt DECONCINI and the 

senators were parroting what someone from the KEATING 
organization had previously briefed them regarding toe LINCOLN 
SAVINGS Airo LOAN exam. 
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of the 
confirmed 


typ 

ied]_ 


At this point in the interview 

lOd ■h-rar'g/-j>-i fr^TH the nOteS 




Ipresented 


took these notes during me April 


a copy 

He 

9 , 
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X987, meeting with the five U.S. senators. He confirmed he had 
on many previ ous occasi ons reviewed the transcripts which 
resuXted from I h otes . He confirmed he feXt they were 


extremeXy accurate and that he couXd add no additionaX 
information regarding what was discussed at the meeting. | 
agreed to again review the tranacrint and to sign and date each 


page verifying its accuracy, 
the transcripts. 


emphasized he stands behind 


J continued stating his personaX feeXings of the 
rlted States senators was that he was austruck. 


He 


meeting with un. 

feXt it was extraordinary that five high powered United States 
senators were meeting together on behaXf of one constituent. To 
the best of his knowXedge this had never happened before and most 
XikeXy wouXd never happen again. He advised it was obvious 

during the meeting the senators did not come to hear the 

examiners report on the findings of the examination. | |feXt 

they were summo ned by th e senators to hear the senators 
dispXeasure and I l and the others ended up defending their 

positions in the exam. 


feeXs the entire situation regarding the report, 


which was eventuaXXv sent to the FEDERAL HOME LOAN BANK BOAED 


after 
extraorainary . 


IS aXso extremeXy 

Tne reporr recommending' receivership was 
submitted to thp h ank board in May of X987. At that 

and the onXy other board member was- 

eeXs that it is understandabXe that 

nf hiH la 


want to ai 


b£__bc 

]fee] 


5 t on the recommendation as 
In addition, he 


£ 


pint .r 


understood 


In addition, . 

he did not want to act on the, recommendation untilf 




at acts [ 
I positi 


rtifi not 


Closely with 

input prior to making a 


position tha 


realized he would be working 
felt it was necessary to obtain his 




and 
decision. 


bdvised 

FEU 


in July 
lERAL HOME 


Of 1987, 

LOAN BANI? BOARD. 


By the end of 


KEATIMg 


Juiy 1987, 1 l had already met wit h keating and his^ 

associates regarding the LINCOLN examine. IbeXieves 

then ag ain met with KEATING and associates in Augus t of X9871 

[stated th e inte resting thing about the| [meetings with 
3 was that ) | seemed to be very open m jLxiueu in irGgarding 
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talking with KEATING and his ass ociates h owever 


attempts whatsoever to meet with 
regarding the examination. 


made no 


or any of his examiners 


I 


-hha-K -in avirme-H n-F 1 007 f 


1 met with 


JwHo" 


who was 


was 


SS KEATING. 
Iwas hired and 


during that period of tjipe, [ 

the Office of Re^latory Policy 

Al^ o in August of 1987, 
to take no supervisory 


Also 


uversiq nr and Sup ervision (ORPOS) . 


I I instructed^ , 

action or continue aiscussions wirn 1 . 1 NCOLN personnel regarding 
the LINCOLN SAVINGS AND lOAN exam until th ey were authorized by 
the bank board in Washington D.C. | I emphasized that at this 

point they felt they had lost total authority on the LINCOLN 
exam. 


advised all of the above events seemed to be 
extremely exrraordinarv to h-i-m anrj nTTn-r«an<B(^PTvhg»ri at least during 
the timel Ithe FHLB-SF. 


^ added during the time the examination was taking 
place and immediately thereafter he was not contacted by any 
KEATING associate re garding the exa m with possibly one e xception . 
I 1 had known one I I during the ti me he a nd 

were byth in the thrift industry. In late 1987, 1 I contacted 


. and stated he ha d just gone to wo rk for CHARLES KEATING 
and wanted to mee t with I I had lunch with him at 

which time l [ emphasized the fact he had been hired by KEATING 

to restructure jljIncoLN SAVINGS AND LOAN to again being a 
"traditional thrift. In other words, they were attempting to 
liquidate their direct investments and would r eturn to the 
business of making home loans. At that point J 
surprised the attempt was to b e made and toldf 
feel it was possible. | | encouraged 
to restructure LINCOLN SAVINGS AND LOAN. 


Iwas 


_He did not 

to make the effort 
added apparently 


that ar rangeme nt did not work out because in January or February 
]left_jthat position with LINCOLN SAVINGS AND LOAN. 

Jwas maintained on the payroll of LINCOLN 


Of 198£ 

left 

1 

also feels |~ 


SAVINGS ANDIOAN for^quite some time after his departure so as to 
keep him quiet regarding LINCOLN'S procedures and activities. 
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I 


date of birth 


. ^ ortice Of Thrift- Supervisio n, 580 California 

sureer^ Franc i scQ . telephone number \ I 

residence I ' — » ^ • ' ' 


1 California, 9456 3 , telephone number 

I date of birth | I provided the 

TCITwIng^'pifomation regarding his meeting in April/ 1989, with 
Senators, DON RIEGLE, DENNIS DE CONCINI, JOHN 
GLE^, and ALAN CRANSTON regarding- Lincoln Savings 
and Loan Association (LSLA) of Irvine, California. 


_ I said in 1987. . 

the Federal Homk Ld>an Board (PHLB) and part of 
was review of 215 Savina and Loan 
of which was LSLA. I T said that 

Svida? California, 


Deoenber that hn fiaf „.1- .p aRLES KEATING in 

had^hp ' I I saia i:nau i 

bad been calling frequently ddhceming the examination of^ 

^ Isaid at the time -that he was to meet in 

in December of 1986, he was still attempting to 
In AuI„S? jl°l? as he ipd tal^ a position with the PHLB 

said that on his way to 


on August 20, 1986. [ 


D.C., he'had the opportunity to review a 200 page 
oraft of the examination of the problems associated with LSLA. 


1986, 


J^^or to going to Washington, D.C. , in December of 
I had become a nuisance because of all h^g r>irmovr.ii e 


wwuiue a nuisance oecause of all 
regarding -hhe examination of LSLA. | I 

these telephone calls had no specific charges concerning 

they were taking too loner to comolete the 
ex^inat i on ,. — Tbp - pvam . i . n <prs at this time were] Tand 

^■■■. . ■ ■ I implied that they were not being taiV 

®®f^5 persecuted. | T said again | 1 

the^ex^iners°^^^°^^^^ point to any particular problem concerning 


said that 


1 ^ I ^told him he was glad that 

jnaa lust arrived at tne fhlb because "they could work 
Isaid that the FHLB “team was incompetent, made 
Ic, th eir appraisals were absurd and -Flawed nn 


with niM". f 
errors in arithmet 
their face” . [ 
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called because he considered i 
institution that was complainIngT' 


to be just emother 


said that the August, 1986, meeting in 


^ 5 ^ regularly scheduled meeting to discuss 
the rind inns nf th a ,examination of LSLA. Those presen t were H 




fg-ha-F-F ■mo-mVMayg n-P -t-Via Pa>^v °-^-yd) ', [ 


ux uie Jjdlix, Board. From San FT^ann^gnr^ 


Staff member 


u V .0 1 - _Jo«xu uxidu tjixs Alerting haa oeen scheduled 
before he had been hired. 


said that from the very beginning 


appeared to be cm apologist for LSLA. 


1986. in 


■ _ ■ said as a result of the meeting in August, 

j^asnlngton, D.C., he had been made aware of LSLA. 

that he realized that Lincoln was one of 
cne important cases at the FHLB in San Francisco was involved 
in. The other was America FCA. 


said that the next contact he had Mi-hh 


4 . I_- I ^'-**v* WXW4.W wild liCAU uwxluau 

Official of LSLA was in October of 1986, when 
San Francisco. During the meeting withf"^ 


1 


an 


his complaining concerning the examination~ofLSLA. 


. came to 
he just continued 


I 3 I said the first time that he met CHAElLES 

in December of 1986 when KEATING and other officials 
office in San Francisco (580 California 
Street) . The meeting was called at the recniest of LSLA in that 
^e ex^ination of LSLA was concluding. I ^ I said in fact 

been held in Phoenix, Arizona. At this 
meeting, no one authority had appeared on behalf of LSLA 
^d as aresult_toe second meeting was scheduled to accommodate 
l___^^said t^at he believes the only official nf arr 
and LSLa. mat attended the ^closing meeting” was^ 


KPA'TTKrr 1986, meeting in San Francisco, 

KEATING accused the government of «suckering him with 

aere^latxon and now the government was attempting to re— 

*11 said he wanted to ”get along with the 

regulators”, but they ”continued 
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to ^ange the rules in aid-stream". said he attempted 

to e^lain the problems that had been round as a result of the 
ex^ination with the management of LSIA. I I in fact, 

said these findings would have been discussed at the "closing 
meeting , but no one of authority from ACC or LSIA was present. 

I 1 said that as a result, the December, 1986, meeting in 

everyone agreed to reschedule the "closing meetincr" 
pat had already occurred in Phoenix. I 1 said this was 

done in order to facilitate the complaints of KEATING. . 


said that 


of the FHLB 


r.? 4 .u fv i^.c., apparently naa a meeting on April 2, 1987, 


with the Unites States Senator s .tphtj mp r 
GLENN, and DENNIS DE CONCINI. T 


AIN, ALAN CRANSTON, JOHN 


that he 


i ^ CONCINI. Hsaid that he did not 

I advance warning from \Sf this meeting, however, 

I 1 called him on April 4, or kpnri, 1987, to inform him 

. I that he w as to meet in Washi ngton. D. c. . with these 

J said hs did not know T" I meeting occurred 
■ when [inf ormed him of a second meeting 


"senators . 

TT^f J inf ormed him of a second 'meeting 

with these United States Senators. | | said that I 1 

eting with the 'u nited StaU s SenatojFi"^;^ 

COn^lflQnblSl a I I ‘Pm^'hQ'r ^ri*Fmnmr^fll ■ I I 

Iwould Ids tlie tiGoni 

Wiui wuulu Liie senators would meet concerning IfilA. 


-I said that I I briefly discussed 

in aetail with the Senators. 1"^ ^sa-Srf tviat 


Senators, l ~~ I said that 'they wanted 
let Lincoln out of the direct inv estment regulation and 
tha? Jinf? would make home loans". |__>pecifically said 

Senators CRANSTON, MC CAIN, DE CONCINI. and 
, GIM atty ided the April 2. 19 S7, meeting w ith I T 

I . , ^ — lalso said that] [told him that f I was nnt 

^ovOe^able pgarding the details of the LSIA examination and 
would arrange for the senators to meet with the San Francisco 
regulators who would emswer their questions. 



, . . , 1 call he "smelled a 

dings were confidential yet he had been 
^d discuss these findings with United States 
Hsaid that he calledi land 

\Ck Y*Tac5 +»<-\ 4.W J ... ^ ^ . 1 . J ^ a 


said that after^ 


rat" beca 

instructe d to meet 

Senators. | ^ 

to ■attend''this'meeting and that it'^was 

confidenpal. I I said that he stressed tol 1 that 

pe meeting was confidential and, in fact, told him not to tell 
his supervisor. 


.Page 
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him . ^ 

the senators proposed a deal^T 


1 I said that] | during the telephone call to 

Jr esfpressed his personal feelings of "shock that 


4.,^ i__ — __ — I said toat the April 9, 1987, meeting occxarred 
nS Building and in the office of Senator DENNIS 

,J said that prior to going to this meetina 
tnere was a "TSyo-.Tnoo-Hy.rrH = 4 - 4.U.-. . = - ■ ^ 


Lierxxiy uiey-^ere to give the senators. [ 


■‘^re he [ 

_dissussed the 


sussed the 

I - y — yxvo uiits etsiitiTiors • | J Said thatf 

informed the four regarding her 
depositions taJc^n T A 


’tHS 


. said that during 

en voted on o ccasion an d left 


Stator DR cnNHTWTtg nff^^n» ■and at this time they ] — '_ 

1 I were in the office witEf 

— |saia tnat the senators present were RIEGIE. 

me GLENN, and CRANSTON. I I said that 

a brief appearance" saying tliau iie "was in 


3 ! 


CONCINI, 
I made 
,with the 
istimates 


senators". . lestimaue 

made toe brief appearance and statement one half 
^ started. I I sald that Senator 

Chief spokesman for the group 
Senator RUSIfiJiad been invited because of his 
I ■ □said that Senator DE CONCINI 

S??h a monologuepripared concerning LSLA which ended 

of ''Lincoln making more home loans if the direct 
investment regulation would be dropped by the regulators". 


] 


deposi tions taken and the apparent "file stuffing" conducted by 

meetinCTl j-ith 4-y, ^at he did not see | Ip ribr to the 

I With the sen ators or have any form of commmication with 

I fl-atMA 4 . 1 . ■ . 1 said the purpose of the "pre-meeting" was to 

Qf^q?A P Jo explain toe length of the examination 

hi ^^Zu i 1 was selected to give the prese ntation because 

he was toe junior of toe four present. fprepared notes in 

presentation to th e senators ^ r I said 

notes during toe "pre-meeting" and took no notes 
during the actual meeting with the five senators* 

G+.=. 4 -«^ o I _ k aid that the meeting with the five United 

nv between 6:00 RM, an d 8; 00 PM. at Sen atn-r 

DE CONCINI *s Office and prior to the meeting F I was 

"hostess", b yit was not present during the 
discuss ion with the five senators ' ' . - * - 

the two hour meeting the senators 
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him and, _ 
showed to f 


yi ract.' 


3 : 


said Senator D] 
ssed aroiind ein 
and the others 




CONCINI had documents with 
I letter which he 


•Rr>av»/q 


] said this letter indicated that "the Federal Home Loan 


■aacaa^ination had been adversarial emd extreme in length". 
Isaid that Senator DE CONCINI had other documents with 


him, but he | I does not recall what they were. 

I 1 also said that Senator DE CONCINI also- criticized 

appraisals that had been conducted by the FHI3. . 


] 


said the senators did not want to hear 
answers concerning the examination they just "wcinted the San 
Francisco people off the back of LSLA". 


I I said that he recalls f I taking 

copious riuues ana ne | | reviewed these notes prior to 

the interv iew with the federal Bureau of Investigation (FBI) . 
|_~~~^said that he reviewed i 1 notes within three days 

arrer r ne meeting cind when he reviewed these note th^ were 
typed. I I said that he characterized P b otes as 

very accurate and could not now add or delete to them. 


I [said that after the April, 1989, meeting with 

tte five senator . ne had no other contact with them or anyone on 

their staff. | Isaid, however, in the Summer of 1989, he 

was in Washington, D.C. , on a separate matter and he w ent into 
the Off ice of Senator CRANSTON and talked with an aide, I I 

I She said, "Is it possible th at CHARLIE KEATING and those 
people nave done something illegal". | Isaid this is only 

the contact he has had with anyone associated with the senators 
or their staff. 


. ,, I said that in August of 1986, after it had 

been made pupi ic mat he had accepted a posit ion with the FHLB 
Scin Francisco. I 




. was approached by 

Jnewiy formed compeiny, ^sociation 
and offered her a job. [ 


in 


wi. xiiijLic. noiaing companies, w.i.j.c.i.cv .4 uca. a jujj. | 

said his wife was an attorney at the Bank Board in Washington, 
A, dud her area of esroertise was Thrift Holding Companies 
mentioned to his wife that a "member” could use a 


.mentioned to his wife thi 
representation in Cal ifornia. 
"member" as the LSLA. [ 



call his wife, but she was uneasy because of his 


lember" could use a 
later identi fied the 

IcoTTh-tnned -ho 


paid that! 
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position as a regulator and eventually she aske4 
calling her. ^ 


to stop 


he received a teienrionA nail -Fr-ninl \ 

1 IXirina_th±& 

telephone cailj j toldj 

[about LSLA. I 

responded bv eaviTig f-hat CHARl!;E KEAT3 
here" . | further told 

CNG was "well known up 
that the Bank Boapd was 


88 , 

of 


considering taking the supervision of LSIA away from the Eleventh 
District. ] [ responded saying, “There are things you 

don't know, they are doing it for your own good and he's as wired 
as you can get" . 


, I ~|said that after the Eleventh Dist rict had 

been removgg ~ as navlng supervisory authority of L SIA. I I 

again wamed i | about KEATING'S influence. I [said 

^ ‘ ng was at a Bcink “ ' ' ‘ • 

in early 198 8. F 


this meeting was at a Bctnjc Board meeting in Washington and would 


have been . ^ 

1988, at his residence! 
warning to l I by 


said dv urina the 
] again 


Summer of 
initiated the 


warning to | iby saying, "There are thi ngs you don't 

know" . This discussion was in the presence of F I who 


■f 


Me c: 


is with th e Farm Credit Administration 

I . I said there was a meeting with I I in W 

D.C., in May of 1988, when ! [ again conf rontedP 

about the influence of CHARLES KEATING. I T i 

not more closely fix the telephone c 
he said the first telephone call wi"^ 
had moved to San Francisco. 


ean, Virginia, 
in Washington. 



] 


said he could 
ings, however, 
was after he 


tciken on April 9 
Francisco personnel a nd Senator 
MC CAIN, and RIEGLE. T 
these notes. 

These notes have 


[reviewed the typed notes of 
, 1987, of the meeting between ■ 


[ 


the FHLB San 
S CRANSTON, DE CONCINI, GLENN, 

J initialed emd dated each page of 


jstated he could not make any changes, 
been exhibited as evidence. 
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attorney with the law fiirin of 
PILLSBURY, MADISON, AND SU TRO, West- 535 Mo ntgomery S treet. #1594. 
San Francisco, California, I 1 residence 

Orinda, California 94563, | | provided the following 

made to her by AMERICAN 


information regarding an employment offer uw 

CONTINENTAL CORPORATION (ACC) of Phoenix, Arizona 


said that in the spring or summer of 1986, 


offered her employment with ACC. 


said that during the spring and summer of 

* m m ^ ^ w.. _ 


1986, she was employed by the Federal Home Loan Board as an 
f Office of General Counsel and her expertise was- 

association holding companies. Prior to I I 

making the job offer to her, she had frequent meetings with him in 
ney Qit i ce renardin g holding companies. She and her husband, 

LMd accepted a dinner invitation at the 

^1 [associate prior to the job offer as well. 


resiaence 


rrv ^.,1 The actual ]ob offer occurred during a luncheon meeting 

wnen I , [said, "A member who might need representation in San 
Francisco” i s inter ested in employing her. She inquired as to the 

JmS ^”*^1 [said it was ACC and it owned LINCOLN SAVINGS 

AND LOAN ASSOCIATION (LSL) . 


, ^ I I said that prior to f 

her husband's leaving the employment or 


, making the job offer, 

^ — -i — w* the Office of the 

comptroller of the Currency and going to work for the Federal Home 
Loan Boa£sLJjL_San Francisco h ad been in the press in Washington, 

L J discussed with | I the conflict of interest that 

wouig arise since her husband would be the regulator of thrifts in 

• I 1 accordingly declined the job offer and made 

no further inquiries. 
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said that after the luncheon meeting. 
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continued to call her asking for' additional meetinas and aenerallv 

^ j n i I I a - - . . ^ _ ** 


became a "pest” on the telephone, 
to not call her any more. 


finally instructed 
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FEDERAL BUREAU OF INVESTIGATION 


Date of transcription 12/5/89 


I I Agency Group, 

FEDERAL HOME LOAN BANK OF SAN FRANCISCO rF HT,R-.qp\ . RRO na1if= n-rm-a 
Street, San Francisco, California, telephonel \ was 
advised as to the identity of the interviewing agents and the 
purpose of the interview at which time he advised as follows; 

1 advised his current a ddress is I 

I Ri cnmondT'^ C alifornia, telephone I ~l During 

the week, ] resides with his in-laws in th e city of San 

Francisco and can be reached at telephone number f 

I advised he began his appointment with the FHLB- 

SF in March of 1983 as an Assistant Supervisory Analyst. He was 
later promoted to Acting Supervisory Agent and then Supervisory 
Agent. 


. I ^confirmed that in 1986 he was somewhat involved 

with the ^ examination of LINCOLN SAVINGS AND LOAN of Irvine, 
California. At that time he was the Acting Supervisory Agent and 
reported to | \ He 

was later promoted to Supervisory Agent during the time the exam 
was still being conducted. As Supervisory Agent he was in charge 
of a team of analysts who would receive reports from various 
examinations being conducted in the 11th District of the FHLB. 

The bank was divided up into two separate divisions. Those 
divisions were the Supeinfiso^ Division and the Examination 
Division. The Examination Division maintained the personnel who 
would conduct on-site examinations of institutions. Their 
reports and conclusions from an examination would then be 
submitted to the Supervisory Division for their review and 
recommendations. There are a number of supervisory agents 
assigned to the MLB-SF and each were assigned approximately 20 
cases. In addition to monitoring 20 institutions, they would 
review and approve new applications. 


I l advised regarding the LINCOLN SAVINGS 

examination it wa s initially as signed as a regular case to 
Supervisory Agent | | m early to mid 1986 the bank 

hired some additional individuals to be Supervisory Agents and 
they reassi med various cases . At that time the LINCOLN case was 
assigned to | | At that point the Supervisory 

Agents would report their findings and conclusions to the Chief 
Supervisory Agent. The Chief Supervisory Agent would make 
recommendations and take action based on the report. Any drastic 
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decisions to be made regarding conservatorship or receivership of 
an institution was made by the FHLBB in Washington D.C. 

In March or April of 1987, the FHLB-SF changed its 
st^ctures and duties regarding Supervisory Agents. Prior to 
this time the examiners would only submit final reports to the 
Supervisory Agents for review. Beginning in March or April of 
1987, the Supervisory Agents maintained more of a "hands on" 
approach and learned about problems in an exam during the course 
of the examination. In other words, they monitored the 
examination as it took place rather than receive only a final 
report. 


L, [recalls in 1986 during the exam of LINCOLN, they 

heard various problems existed regarding the underwriting of 
loans and the lack of proper documentation in loan files. In 
addition, they heard of problems with direct investments and 
investments _ in high risk securities. At that point they 
requested files from the examinat ion be se nt to the bank for 
review by the Supervisory Agent. I i recalls in reviewing 

the exam files it was very clear this was a unique situation and 
many problems existed with LINCOLN which had not been addressed 
in other examinations _ or institutions. The LINCOLN SAVINGS AND 
LOAN examination had isolated problems which had not existed in 
other institutions. As mentioned, there were major underwriting 
problems to include no credit applications. There appeared to be 
no loan manual or rules and regulations being followed by the 
loan department of LINCOLN SAVINGS AND LOAN. 


Due to the above problems they then set up a meeting in 
July of 1986 with the management of LINCOLN SAVINGS AND LOAN. 

I ~~l attended that meeting along with other examiners. Also 

in attendance was MR. CHARLES KEATING. KEATING was representing 
the holding company, AMERICAN CONTINENTAL CORPORATION. [ 


recalled being surprised that KEATING attended the meeting due to 
the fact he was not a member of the Board of Directors of LINCOLN 
SAVINGS AND LOAN. The meeting was held in Irvine, California, at 
the offices of LINCOLN SAVINGS AND LOAN. KEATING seemed to take 
charge of the meeting and made it very clear in a very disruptive 
fashion that he felt there was a "vendetta" by the bank board 
toward the management of LINCOLN SAVINGS AND LOAN. This was the 


first time 


had met CHARLES KEATING and recalls KEATING 
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being very upset. KEATING was under the impression this July 
1986 meeting was the "final exam" meeting. Traditionally a 
meeting would be held with the institution upon the conclusion of 
an exam wherein different findings and recommendations would be 
reviewed. KEATING was apparently, as mentioned, under the 
impression this July 1986 was the final meeting. KEATING 
emphasized he felt a vendetta existed and stated various reasons 
for his belief. Among those reasons was the fact LINCOLN SAVINGS 
AND lOAN had recently applied to the San Francisco FHLB to 
increase their direct investments. The FHLB-SF had denied that 
request. KEATING and LINCOLN then appealed to the FHLBB in 
Washington D.c. who also denied the request. KEATING felt there 
was a vendetta also due to a denial of a request to have 
subordinate debt added to their total capital figure. In 
addition, as part of the assessment to determine if subordinate 
debt should be added to their capital requirement, the FHLB-SF 
had requested LINCOLN submit a comprehensive business plan. 
KEATING also felt this request was unreasonable. 


The above meeting was actually called by 
who was the individual in charge of the exam. The meeting was 
calle d for the purpose of discussing the findings and problems to 


recalls KEATING ranting and raving and being very 


upset^about his b^ief of a "vendetta" and in fact personally 


threatened 


with a liability lawsuit. 


advised an additional meeting took place where 

he was presenu along with KEATING and his associates either in 
December of 1986 or January of 1987. The LINCOLN exam had 
actually terminated at the end of October of 1986, and from that 
point until December 1986 or early 1987 various attempts had been 
made^to get LINCOLN management to respond to problems. | 
recalls problems existed with asset evaluation and underwriting 
of loans. On March 9, 1987, all the responses to the above 
requests were finally received from LINCOLN. Traditionally, 
those res ponses are then reviewed and a final report siabmitted to 
the bank. I \ recalls a final report was submitted to the 

FHLBB in Washington D.C. in April of 1987. He recalls the final 
report recommendin g conserv atorship or receivership of LINCOLN 
SAVINGS AND LOAN. 


] emphasized problems with management 


responding _ to the above requests and an attempt to solve problems 
was the main reason the exam lasted as long as it did without the 
final report being svibmitted. 
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. L I confimed the fact he was involved in a meeting 

, otner San Francisco bank members and five U.S. senators in 
Washington D.C. on April 9, 1987. He wa s notified of the m eeting 
, appy<?Xima,tely _two days before the 9th by| 

I 1 told him the meeting was to remain confidential and he 

I was not to discuss the fact he was attending the 

meeting with anyone including his immediate supervisor | I 

I I was told the meeting was to be with some 

united States senators however at the time he did not know which 
senators. He was told to attend a briefing on the LINCOLN exam 
at the b ank board prior to the meeting wi th the sena tors. 

I Jflew back to Wash ington D. C. with I I to attend 

both meetings. Initially l I was not told to prepare any 

notes or outline regarding the meeting. 

Upon arriving in Washington D.C., as mentioned, the 
meeting was held at the o ffice of the Federal Home Toan RsnV 

^ Board . Tn a-H-onf^anr-o T.Tae I 

, I The purpose of the meeting 

was t:o discuss strategy in presenting the facts of the exam to 
I the Unit ed States senators. During the meeting it was decided 

would make an initial presentation to the senators . At 

that poin'y prepare an outline to be used in the 

meeting. | did not keep the outline after the meeting with 

the senators^ does recall all of the bank members felt the 
purpose of the meeting was to inform the senators as to the 
status of the exam and possibly to defend the length of the exam. 

I ] advised a meeting did in fact take place in the 

office Of Senator DECONCINI on April 9, 1987. Present at the 
meeting were DECONCINI, RIEGLE, GLENN, MCCAIN and for a short 
time Senator ALAN CRANSTON. CRANSTON actually stepped in 
momentarily and stated he concurred with the views of all the 
other senators. He stated he had to attend a vote and would not 
be able to stay at the meeting. 

_ At this point in the interview made reference to 

the deta iled notes and t ranscripts of those notes which had been 
taken by | | He advised he had reviewed the 

transcripts many times. Most rece ntly he h ad again reviewed the 
transcripts on November 26, 1989. I I presentp.d a copy of 

the notes which he had reviewed and agreed to initial each page 






FD-302a (Rev. 11-15-83) 


58C-PX-41605 


Continuation of FD-302 of 


, On 11/29/89 Page _5 


b6 

b7C 


verifying thei r accuracy 




emphasized the notes of 


were extremely accurate and he could add no more as 


to the conversation which took place with the senators. 


In addition to the above, | [ added DECONCINI seemed 

to take the lead from the beginning of the meeting. DECONCINI 
appeared to present himself as a very knowledgeable individual in 
real estate in Arizona. 


Regarding the request of DECONCINI that LINCOLN SAVINGS 
AND LOAN b e granted “forbearance” from the direct investment 

regulation, ! | interpreted that as a request for the FHLB 

not to apply the capital increment which results from being over 
the direct investment limits. He inte:^reted that to be a 
request t o postpon e that increment until a lawsuit had been 
decided, j 1 believes the formula for adding the increment 

is 10% of the amount over the direct investment limit. This 
amount is then added to the thrift's capital requirement. 


I {added DECONCINI and the other senators appeared 

to be advocates of LINCOLN SAVINGS AND LOAN as an institution 
rather than interested senators wanting to hear the facts of an 
exam. The senators seemed to be lobbying on behalf of LINCOLN 
SAVINGS AND IDAN. ^ The meeting basically became one of the 
examiners explaining their position to tJie senators and defending 
themselves regarding those positions rather than a meeting of 
simply presenting the facts and answering questions from the 
senators . 


advised at the conclusion of the meeting the 
members of the FHLB-SF then briefly discussed the meeting and 
agreed everyone was surprised the senators were together on one 
issue. They further discussed l Ae fact there appeared to be no 
dissension among the senators. | [advised they were unable 

to comply with ! { outline during the meeting however they 

did eventually discuss most of the points on the outline. He 
added it was interesting once the criminal referral aspect of the 
conversat ion was m entioned the mood of the senators definitely 


changed, 
attempting to "cu‘ 


:jLon was 
ig to "cut 


advised he did not feel the senators were 
a deal" on behalf of LINCOLN but rather were 
defending the position of LINCOLN in its complaints against the 
examiners . 
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. I I advised he did not brief anyone after the 

meeting and basically went directly back to San Francisco. He 
has had no further contact with any senator or staff members of 
the senators. 




ALLEGATIONS CONCERNING U.S. 
SENATORS ALAN CRANSTON, ET AL 
CORRUPTION OF FEDERAL PUBLIC 
OFFICIALS-LEGISLATIVE 


The following attachments were obtained by the FBI 
through the course of its investigation: 


ZjC^ a member of ARTHUR YOUNG INTERNATIONAL 


Arthur Young 


1700 Valley Bann Canter 
Phoenix. Arizona 85073 

Telephone: (602) 253--831 


March 17, 1987 


The Honorable John McCain' 

United States Senate 
210 Hart Senate Building 
Washington DC 20510 

Dear Senator McCain: 

Certain questions have been raised by you and others with regard to 
Lincoln Savings, a California-chartered savings and loan association, 
which is wholly owned by American Continental Corporation (ACC) and 
its experience with the Federal Home Loan Bank Board (FHLBB). The 
following sets forth such questions and what I believe are objective 
answers to the questions. 

1. What is Lincoln Savings' financial condition at December 31, 1986 
and its operating results for the year then ended? 

My firm, Arthur Young & Company, examined the financial state- 
ments of Lincoln Savings at and for the year ended December 31, 
1986, and issued an unqualified opinion .dated Pebruar.y .17, 1987 
on such financial statements. Lincoln Savings' consolidated 
statement of financial condition at December 31, 1986 reflected 
stockholder's equity, as determined in accordance with generally 
• accepted accounting principles (GAAP), of $193,024,000 (or 
approximately 6.8% of its FSLIC-insured deposits) at that date. 
Its consolidated statement of operations reflected earnings 
before income taxes of $81,689,000 and net earnings of 
$48,958,000 for the year ended December 31, 1986. 

2. In determining its earnings and stockholder's equity, did Lincoln 
Savings make provisions for potential losses? 

Yes, the above-cited stockholders' equity is after valuation 
allowances of approximately $28,000,000 at December 31, 1986 and 
the pretax earnings for the year are net of provisions for losses 
of $32,500,000. In the course of my firm's examination of 
Lincoln Savings' financial statements, the firm tested the valu- 
ation allowances and the bases therefor and concluded such allow- 
ances were fairly stated in all respects material to Lincoln 
Savings' financial statements taken as a whole. 
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3. Is the Federal Home Loan Bank Board currently conducting an 
examination of Lincoln Savings? 

Yes, the PHLBB began an examination in approximately March 1986, 
and as of this date has not yet concluded such examination. 
Accordingly, such examination has been ongoing for approximately 
one year . One team of examiners conducted procedures from March 
to May 1986, and another group conducted comparable, and in many 
instances identical, procedures during the period August to 
October 1986. Since October, the FHLBB continues to seek 
additional information from Lincoln Savings, some of which has 
been previously provided to and been reviewed by the field 
■ examiners. 

4. In your experience, is the duration of the FHLBB examination 
xinusual? 

^ examinations generally are cpnducted over a period of two to 
three months by field examiners, and final reports are usually 
issued within six months from the start of the examination. 

Hence, the duration of this examination appears to be clearly 
outside normal standards. 

Sj. Have . the .^procedures conducted .the e xamine r*^ .appeared .to be 
different or more extensive than you believe is typical? 

While I don't have first-person knowledge of the examiners' 
procedures, I have discussed the procedures with Lincoln Savings' 
management and legal counsel. Based on these discussions, the 
extent of loan file reviews, the number of appraisals ordered, 

.the nature of the appraisal process including the location and 
experience of appraisers selected, the redundant procedures and 
requests for data, and the types of transactions examined, are 
unusual. By way of example, the examiners asked to (a) review 
loan files for loans which had been fully collected by the time 
of the examination, (b) review files for proposed securities 
transactions where, after analysis, the securities were not pur- 
chased by Lincoln . Savings and hence no transaction occurred, 

(c) review data which had been reviewed in a previous examina- 
tion, and (d) re-appraise properties using appraisers who were 
unfamiliar with the markets in which subject properties were 
located. These requests are not, in my experience, typical. 
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duration of the examination and type and extent 

Sav^nls 

not^I S'® typical association in that it is 

Significant single family residential lender but rather 

lendina° land development and construction 

in?o comparable to those entered 

of?he FH^BreJIm?niMi°^^ California. The focus 

isn/^ 1 amination appears to have been centered on (a) 

projects, (b) investments in equity and 

constru?Son loJnA® securities, and (c) commercial and 

arntj+-h loans. Because of the nature of the population 

economic climate in the western States, 

lAn^tn^ °"'-^®”^-^®^®lopn»ent «nd-commerciai--and-consi:ruction 
lending to invest their resources, particularly sincri98r than 
do associations in other parts of the country. ' 

result®in^?S«o"^^''‘^ co^ercial and construction lending tend to 
fewer transactions but transactions of greater dollar 

?hlt such Thus it may brpLLi?ed 

^®^‘^i^g activities bear greater risk. This oercpnf-ion 

"'^li^tic?*^^^'"^^ l>y,‘tlie^-f«HLBB> may-Tiof-be-aocuTate or ^ 

subject to interest rate risk. If 

intlrelt ?ate'’eni^'a“''®^ J?''® rapidly and 

ToAnf . ^ ?? spreads quickly erode. And, because variable rate 

■sScS loInfaL and li£e-of-loan interest ^IJfcIpl? 

evidenirof snnh interest rate risk. The 

197 of?on, ® n '=*'? failure of thrifts in the period 

virtual?^. 7 ?“e'’?? period, which was prior to derefulation, 

sl^o^o failures related to interest spread erosiln by 

Single family residential lenders. ^ 

in when ACC acquired Lincoln Savings, Lincoln was 

in the position of other traditional thrifts in tLt itrinLrest 

Since ACC's provide a level of profitability, 
buildina land development and home- 

nrnfit-c^^ looked to what It knew best to improve Lincoln's 

ol^celS S? n^? acquisition, Lincoln acquired 

?„ of prime real estate in Arizona and other growth states 

tio^J?^^*^ construction lending, and sought othL nontradi- ' 
tional investments. Since this strategy was put in place 

$141?OOo!^OOo!^^^''^^‘^ aggregate after-tax earnings of^more than 
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Because the experience of most of the FHLBB's more senior 
examiners is with traditional single family lenders, Lincoln 
; Savings is different from their prior experience. Also, the more 
junior examiners generally lack the business acumen to understand 
complex real estate development projects or complex investment 
strategies. Hence, while the examiners' decision to focus on 
real estate, commercial and construction lending, and equity and 
debt investments may have been proper, they appear to have had 
neither sufficient experience nor knowledge to deal with 
Lincoln's transactions effectively, thereby causing the 
examination to be more protracted than necessary. 

Moreover, because Lincoln does not concentrate on single family 
residential lending, it does not fit the pattern for member 
institutions that the present PHLBB leadership has espoused 

publicly and as reflected in recent .regulatlona- This .facf .has? 

based on my observations, led to unusually antagonistic positions 
and actions by the FHLBB towards Lincoln. This is difficult to 
fully understand because Lincoln's strategies have thus far 
proved successful and have turned an association headed for 
failure into a strong and viable financial entity. And, as 
stated earlier, Lincoln's strategies are not that different from 
other successful thrifts in the West. Most engage in real estate 
' either directly or. through j.oint ventures, many have 
far greater construction -and commercial loan portfolios (as a 
percent of assets and in dollar volume) than Lincoln, and many 
have much heavier concentrations of noninvestment grade 
securities. Many of the associations with these characteristics 
are among the most profitable in the country and are considered 
to be the best managed by knowledgeable analysts. 

Thus, the nature of Lincoln's operations should not have resulted 
in the protracted period of the examination or the unusual 
procedures employed. But, because the examiners did not have the 
requisite experience or knowledge to evaluate the types of 
transactions entered into by Lincoln, the nature of the business 
did, in fact, cause the examination to be inordinately 
protracted. 

As to the nature of the procedures employed, the experience 
factor contributed to some of the redundant procedures. Others, 

I believe, based on observations of FHLBB personnel, were the 
result of the FHLBB ' S resistance to Lincoln's nontraditional 
business profile and the fact that Lincoln does not fit into the 
mold desired by the FHLBB leadership. 
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7. Lincoln Savings' representatives have asserted that the FHLBB 

examiners were unreasonable in their decision making and that at 
times their conduct bordered on "harassment." Did you observe 
• personally any such conduct by the FHLBB? 

The following support Lincoln's assertions: 

a. With respect to certain loans, a separate report was 
requested from Lincoln's independent accountants (the firm 
which preceded our firm) regarding the appropriateness of 
Lincoln's accounting for such loans. That firm issued a 
report concluding that Lincoln's accounting was appropriate 
under relevant professional literature. The FHLBB did not 
accept this report and requested a second opinion by another 
firm. .Our firm was contacted by both ACC and the FHLBB to 
render the second opinion. Our firm independently reviewed 
the subject loans and issued an opinion concurring with the 

.other accountant's opinion. The FHLBB has subsequently 
rejected our opinion as well. Such rejection was made by a 
person with less than eight years' experience in accounting 
practice. Thus a person with relatively little experience 
has rejected the opinions of two international accounting 
firms , 

b. On February 6, 1987, the FHLBB notified Lincoln that it had 
determined that specific reserves in the amount of 
$36,634,000 were required to be recorded. Such reserve 
request did not (a) take into account the reserves already 
established by Lincoln, (b) data supplied to the FHLBB by 
Lincoln which clearly indicated that certain appraisals on 
which such reserves were predicated were incorrect, or (c) 
that certain assets were not subject to their reserve 
procedures because they were operating properties and not 
investment assets. Moreover, the notice stated, "The loss 
reserve directed by the Supervisory Agent must be established 
before any such subsequent reappraisals will be accepted for 
consideration." As the Supervisory Agent had been informed 
that Lincoln believed the requested reserves to be based on 
erroneous data, the issuance of such a notice and the terms 
thereof are unreasonable and unusual based on my prior 
experience with the FHLBB. 
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c. On at least two occasions that I am aware of the supervisng 
agent, in group meetings, indicated the examination* was 

• complete and a final report would be forthcoming shortly. 

Additionally, the agent was specifically asRed if all issues 
of concern to the PHLBB had been communicated to Lincoln, to 
which question the agent answered affirmatively. At this 
date new issues have been raised and a final report has not 
been issued. This is in spite of the fact that a draft 
report was prepared and provided to Lincoln in early November 
1986 and again in December 1986. 

d. The examination became a fluid event. The first period 
examined was through December 31, 1985; then through June 30, 
1986; and then through September 30, 1986. Draft reports 
have been issued at various dates stating, "The following 
agenda items, subject to final review, summarize the results 
of our examination of Lincoln Savings and Loan Association as 
of ..." However, after each draft, and apparently after the 
field ex^iners concluded they had completed the examination, 
new inquiries have .been made and additional data has been 
requested from Lincoln. I have specific knowledge that this 
has caused Lincoln great expense and has distracted its 
management from the daily operations of the thrift's 
business . 

e. Data requests from the examiners have clearly been redundant 
and, based on my experience, excessive as to the amount of 
data and level of detail requested. 

f. Lastly, the examiners' interpretations of accounting 
principles and their own regulations and examination 
guidelines have been consistently and unreasonably pejorative 
to Lincoln. In meetings I've attended the FHLBB personnel 
have appeared, without apparent cause, to be openly hostile 
and inflexible towards Lincoln personnel and their 
representatives . 

8. Do you b'elieve the eventual outcome of the examination will be 
detrimental to Lincoln's well being? 

Based on the draft reports presented to Lincoln, I believ': the 
results will indicate Lincoln fails to meet the minimum net worth 
requirement as determined by the FHLBB staff. I don't believe 
the facts and circumstances will, if objectively viewed, support 
such a conclusion. Thus, the final report will. in all likelihood 
be detrimental and inappropriately so. This is not to say that 
Lincoln could not, or should not, improve certain of its internal 
procedures.^ But based solely on my personal observations to 
date, the final report can be expected to be unduly harsh. 
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I trust the above has been responsive to your questions, 
attempted to answer each question objectively and without 
towards Lincoln or the FHLBB, 


YfMi r e T. 1 . 1 .. 


Phoenix Office 


I have 
bias either 



ak 

ZJLA a member of ARTHUR YOUNG INTERNATIONAL 


Arthur Young 


1700 Valley SanK Center 
Phoenix. Arizona 35073 

Telepnone: (602) 253-^831 


March 17, 1987 


The Honorable Dennis DeConcini 
United States Senate 
328 Hart Senate Building 
Washington DC 20510 

Dear Senator DeConcini: 

Certain questions have been raised by you and others with regard to 
t. ^ Savings, a California-chartered savings and loan association, 
wnicn is wholly owned by American Continental Corporation (ACC) and 
Its experience with the Federal Home Loan Bank Board (FHLBB). The 
following sets forth- such questions -and- what I bel-iev-e are objective 
answers to the questions. 

1. What is Lincoln Savings' financial condition at December 31, 1986 
and its operating results for the year then ended? 

My firm, Arthur Young & Company, examined the financial state- 
ments of Lincoln Savings at and for the year 'ended December 31, 
-:and..-i s . s»-pd -an .,.u.a q i ia li -f Led- -opiaion. dat-ed February 17, 1987 
on such financial statements. Lincoln Savings' consolidated 

financial condition at December 31, 1986 reflected 
stockholder's equity, as determined in accordance with generally 
accepted accounting principles (GAAP), of $193,024,000 (or 
approximately 6.8% of its FSLIC-insured deposits) at that date. 
Its consolidated statement of operations reflected earnings 
income taxes of $81,689,000 and net earnings of 
?48,958,000 for the year ended December 31, 1986. 

2. In determining its earnings and stockholder's equity, did Lincoln 
Savings make provisions for potential losses? 

Yes, the above-cited stockholders' .equity is after valuation 
allowances of approximately $28,000,000 at December 31, 1986 and 
earnings for the year are net of provisions for losses 
or $32,500,000. In the course of my firm's examination of 
Lincoln Savings' financial statements, the firm tested the valu- 
a ion allowances and the bases therefor and concluded such allow— 
ances were fairly stated in all respects material to Lincoln 
Savings' financial statements taken as a whole. 
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3. Is the Federal Home Loan Bank Board currently conducting an 
examination of Lincoln Savings? 

Yes, the PHLBB began an examination in approximately March 1986, 
and as of this date has not yet concluded such examination. 
Accordingly, such examination has been ongoing for approximately 
one year. One team of examiners conducted procedures from March 
to May 1986, and another group conducted comparable, and in many 
instances identical, procedures during the period August to 
October 1986. Since October, the FHLBB continues to seek 
additional information from Lincoln Savings, some of which has 
been previously provided to and been reviewed by the field 
examiners. 

4. In your experience, is the duration of the FHLBB examination 
unusual? 

examinations generally are conducted over a period of two to 
three months by field examiners, and final reports are usually 
issued within six months from the start of the examination. 

Hence, the duration of this examination appears to be clearly 
outside normal standards. 

"the 'procedures conducted' by the examiners appeared to be 
different or more extensive than you believe is typical? 

- While I don't have first-person knowledge of the examiners' 

procedures, I have discussed the procedures with Lincoln Savings’ 
management and legal counsel. Based on these discussions, the 
loan file reviews, the number of appraisals ordered, 
the nature of the appraisal process including the location and 
experience . of appraisers selected, the redundant procedures and 
requests for data, and the types of transactions examined, are 
unusual. By way of example, the examiners asked to (a) review 
loan files for loans which had been fully collected by the time 
tbe examination, (b) review files for proposed securities 
transactions where, after analysis, the securities were not pur- 
chased by Lincoln Savings and hence no transaction occurred, 

(c) review data which had been reviewed in a previous examina— 
"tion, and (d) re-appraise properties using appraisers who were 
urifsmiliar with the markets in which subject properties were 
located. These requests are not, in my experience, typical. 
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6. Was the unusual duration of the examination and type and extent 
of the procedures used caused by the nature of Lincoln Savings 
••operations? 

While Lincoln Savings is not a typical association in that it is 
not a significant single family residential lender but rather 
tends to concentrate on land development and construction 
lending, it engages in transactions comparable to those entered 
into by other associations in Arizona and California. The focus 
of the PHLBB examination appears to have been centered on (a) 
land development projects, (b) investments in equity and 
noninvestment grade debt securities, and (c) commercial and 
construction loans. Because of the nature of the population 
growth patterns and economic climate in the western states, 
savings and loan associations in this area tend to rely more 
' heavily on land -development - and commercial and 'construction 
lending to invest their resources, particularly since 1983, than 
do associations in other parts of the country. 

Land development and commercial and construction lending tend to 
result in fewer transactions but transactions of greater dollar 
size than does residential lending. Thus it may be perceived 
that such lending activities bear greater risk. This perception, 
.Mi;iiiclx.J.S:-cleaxJfy.J^^ Mhe PELaB,- may not-ba accurafa -or • 
realistic. 


_ The residential lender is subject to interest rate risk. If 
rates rise rapidly, fixed rate loans lose their value rapidly and 
interest rate spreads quickly erode. And, because variable rate 
loans usually have annual and life— of-loan interest rate caps, 
such loans are also highly subject to interest rate risk. The 
evidence of such risk is the failure of thrifts in the period 
1979—1983. During this period, which was prior to deregulation, 
virtually all failures related to interest spread erosion by 
single family residential lenders. 

In February 1984, when ACC acquired Lincoln Savings, Lincoln was 
in the position of other traditional thrifts in that its interest 
spread was insufficient to provide a level of profitability. 

Since ACC's primary business was land development and home- 
building, it looked to what it knew best to improve Lincoln's 
profits and reduce risk. After its acquisition, Lincoln acquired 
parcels of prime real estate in Arizona and other growth states, 
increased its construction lending, and sought other nontradi- 
tional investments. Since this strategy was put -in place, 

Lincoln has realized aggregate after-tax earnings of more than 
$141,000,000. 
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Because the experience of most of the FHLBB ' s more senior 
examiners -is with traditional single family lenders, Lincoln 
■ Savings is different from their prior experience. Also, the more 
examiners generally lack the business acumen to understand 
complex real estate development projects or complex investment 
Hence, while the examiners' decision to focus on 
real estate, commercial and construction lending, and equity and- 
debt investmen-ts may have been proper, they appear to have had 
neither sufficient experience nor knowledge to deal with 
Lincoln's transactions effectively, thereby causing the 
examination to be more protracted than necessary. 

Moreover, because Lincoln does not concentrate on single family 
residential lending, it does not fit the pattern for member 
institutions that the present FELLBB leadership has espoused 
•publicly and -as- reflected in recent regulations. This fact -has, 
based on my observations, led to unusually antagonistic positions 
and actions by the FHLBB towards Lincoln. This is difficult to 
fully understand, because Lincoln's strategies have thus far 
proved successful and have turned an association headed for 
failure into a strong and viable financial entity. And, as 
stated earlier, Lincoln's strategies are not that different from 
other successful thrifts in the West. Most engage in real estate 
■’’•de'W!iupxihiii-b,*''eiLh«:x— directly or~'ttu'Ough"j;ornt' ven'ture's , ma-ny have 
far greater construction and commercial loan portfolios (as a 
percent of assets and in dollar vol.urae) than Lincoln, and many 
have much heavier concentrations of noninvestment grade 
securities. Many of the associations with these characteristic's 
are among the most profitable in the country and are considered 
to be the best managed by knowledgeable analysts. 

Thus, the nature of Lincoln's operations should not have resulted 
in the protracted period of the examination or the unusual 
procedures employed. But, because the examiners did not have the 
requisite experience or knowledge to evaluate the types of 
transactions entered into by Lincoln, the nature of the business 
did, in fact, cause the examination to be inordinately 
protracted. 

As to the nature of the procedures employed, the experience 
factor contributed to some of the redundant procedures.. Others, 

I believe, based on observations of FHLBB personnel, were the 
result of the FHLBB 'S resistance to Lincoln's nontraditional 
business profile and the fact that Lincoln does not fit into the 
mold desired by the FHLBB leadership. 




March 17, 1987 

The Honorable Dennis DeConcini 
page 5 


7, Lincoln Savings' representatives have asserted that the.FHLBB 

examiners were unreasonable in their decision making and that at 
'times their conduct bordered on "harassment." Did you observe 
personally any such conduct by the FHLBB? 

The following support Lincoln's assertions: 

a. With respect to certain loans, a separate report was 
requested from Lincoln ' s • independent accountants (the firm 
which preceded our firm) regarding the appropriateness of 
Lincoln's accounting for such loans. That firm issued a 
report concluding that Lincoln's accounting was appropriate 
under relevant professional literature. The FHLBB did not 
accept this report and requested a second opinion by another 
firm. Our firm was contacted by both ACC and the FHLBB to 

-render the-second opinion. Our firm • independently reviewed 
the subject loans and issued an opinion concurring with the 
other accountant's opinion. The FHLBB has subsequently 
rejected our opinion as well. Such rejection was made by a 
person with less than eight years' experience in accounting 
practice. Thus a person with relatively little experience 
has rejected the opinions of two international accounting 
firms. 

b. On February 6, 1987, the FHLBB notified Lincoln that it had 
determined that specific reserves in the amount of 
$36,634,000 were required to be recorded. Such reserve 
request did not (a) take into account the reserves already 
established by Lincoln, (b) data supplied to the FHLBB by 
Lincoln which clearly indicated that certain appraisals on 
which such reserves were predicated were incorrect, or (c) 
that certain assets were not subject to their reserve 
procedures because they were operating properties and not 
investment assets. Moreover, the notice stated, "The loss 
reserve directed by the Supervisory Agent must be established 
before any such subsequent reappraisals will be accepted for 
consideration." As the Supervisory Agent had been informed 
that Lincoln believed the requested reserves to be based on 
erroneous data, the issuance of such a notice and the terms 
thereof are unreasonable and unusual based on my prior 
experience with the FHLBB. 
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c. On at least two occasions that I am aware of the supervisng 
agent, in group meetings, indicated the examination was 
complete and a final report would be forthcoming shortly. 
Additionally, the agent was specifically asked if all issues 
of concern to the FHLBB had been communicated to Lincoln, to 
which question the agent answered affirmatively. At this 
date new issues have been raised and a final report has not 
been issued. This is in spite of the fact that a draft 
report was prepared and provided to Lincoln in early November 
1986 and again in December 1986. 

d. The examination became a fluid event. The first period 
examined was through December 31, 1985; then through June 30, 
1986; and then through September 30, 1986. Draft reports 
have been issued at various dates stating, "The following 
agenda -items ,_.sub.j.ect -to.. final review, summarize the results 
of our examination of Lincoln Savings and Loan Association as 
of ...” However, after each draft, and apparently after the 
field examiners concluded they had completed the examination, 
new inquiries have been made and additional data has been 
requested from Lincoln.’ I have specific knowledge that this 
has caused Lincoln great expense and has distracted its 
management from the daily operations of the thrift's 

- . -businpgg ■ 

e. Data requests from the examiners have clearly been redundant 
and, based on my experience, excessive as to the amount of 
data and level of detail requested. 

f. Lastly, the examiners' interpretations of accounting 
principles and their own regulations and examination 
guidelines have been consistently and unreasonably pejorative 
to Lincoln. In meetings I've attended the FHLBB personnel 
^2ve appeared, without apparent cause, to be openly hostile 
and inflexible towards Lincoln personnel and their 
representatives . 

8. Do you believe the eventual outcome of the examination will be 
detrimental to Lincoln's well being? 

Based on the draft reports presented to Lincoln, I be^-ieve the 
results will indicate Lincoln fails to meet the minimum net worth 
requirement as determined by the FHLBB staff. I don't believe 
the facts and circumstances will, if objectively viewed, support 
such a conclusion. Thus, the final report will in all likelihood 
be detrimental and inappropriately so. This is not to say that 
Lincoln could not, or should not, improve certain of its internal 
procedures.^ But based solely on my personal observations to 
date, the final report can be expected to be unduly harsh. 
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I trust the above has been responsive to your questions. I have 
attempted to answer each question objectively and without bias eithe 
towards Lincoln or the FHLBB.’ 


Yours truly, 







A MEMBER OF ARTHUR VOUNG INTERNATIONAL 



Arthur Young 


•700 Valley 3ar>K Center 
PMcenix. Aftzona 35073 

Teieonone: i602) 258-483* 


March 13, 1987 


The Honorable Donald W. Riegle, Jr. 

United States Senate 
105 Dirksen 
Senate Building 
Washington DC 20510 

Dear Senator Riegle: 

During a meeting with you on February 28, 1987 you raised certain 
questions with regard to Lincoln Savings, a California-chartered 
savings and loan association, which is wholly owned by American 
Continental Corporation (ACC). The fallowing sets forth such ques- 
tions and what I believe are objective answers to the questions. 

1. What is Lincoln Savings' financial condition at December 31, 1986 
and its operating results for the year then ended? 

My firm, Arthur Young & Company, examined the financial state- 
ments of Lincoln Savings- at and for the year ended December 31, 
1986, and issued an unqualified opinion dated February 17, 1987 
on such financial statements. Lincoln Savings' consolidated 
statement of financial condition at December 31, 1986 reflected 
stockholder's equity, a$ determined in accordance with generally 
accepted accounting principles (GAAP), of $193,024,000 (or 
approximately 6.8% of its FSLIC-insured deposits) at that date. 
Its consolidated statement of operations reflected earnings 
before income taxes of $81,689,000 and net earnings of 
$48,958,000 for the year ended December 31, 1986. 

2. In determining its earnings and stockholder's equity, did Lincoln 
Savings make provisions for potential losses? 

Yes, the above-cited stockholders* equity is after valuation 
allowances of approximately $28,000,000 at December 31, 1986 and 
the pretax earnings for the year are net of provisions for losses 
of $32,500‘,000. In the course of my firm's ex^tmination of 
Lincoln Savings' financial statements, the firm tested the valu- 
ation allowances and the bases therefor and concluded such allow- 
ances were fairly stated in all respects material to Lincoln 
Savings' financial statements taken as a whole. 
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3. Is the Federal Horae Loan Bank Board (FHLBB) currently conducting 
an examination of Lincoln Savings? 

Yes, the FHLBB began an examination in approximately March 1986, 
and as of this date has not yet concluded such examination. 
Accordingly, such examination has been ongoing for approximately 
one year. One team of examiners conducted procedures from March 
to May 1986, and another group conducted comparable, and in many 
instances identical, procedures during the period August to 
October 1986. Since October, the FHLBB continues to seek 
additional information from Lincoln Savings, some of which has 
been previously provided to and been reviewed by the field 
examiners. 

4. In your experience, is the duration of the FHLBB examination 
unusual? 

Yes, examinations generally are conducted over a period of two to 
three months by field examiners, and final reports are usually 
issued within six months from the start of the examination. 

Hence, the duration of this examination appears to be clearly 
outside normal standards. 

5. Have the procedures conducted by the examiners appeared to be 
different or more extensive than you believe is typical? 

While I don't have first-person knowledge of the examiners' 
procedures, I have discussed the procedures with Lincoln Savings' 
management and legal counsel. Based on these discussions, the 
extent of loan file reviews, the number of appraisals ordered, 
the nature of the appraisal process including the location and 
experience of appraisers selected, the redundant procedures and 
requests for data, and the types of transactions examined, are 
unusual. By way of example, the examiners asked to (a) review 
loan files for loans which had been fully collected by the time 
of the ex 2 unination, (b) review files for proposed securities 
transactions where, after analysis, the securities were not pur- 
chased by Lincoln Savings and hence no transaction occurred, 

(c) review data which had been reviewed in a previous examina- 
tion, and (d) re-appraise properties using appraisers who were 
unfamiliar with the markets in which subject properties were 
located. These requests are not, in my experience, typical. 
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Because the experience of most of the FHLBB's more senior 
examiners is with traditional single family lenders, Lincoln 
Savings is different from their prior experience. Also, the more 
junior examiners generally lack the business acumen to understand 
complex real estate development projects or complex investment 
strategies. Hence, while the examiners' decision to focus on 
real estate, commercial and construction lending, and equity and 
debt investments may have been proper, they appear to have had 
neither sufficient experience nor knowledge to deal with 
Lincoln's transactions effectively, thereby causing the 
examination to be more protracted than necessary. 

Moreover, because Lincoln does not concentrate on single family 
residential lending, it does not fit the pattern for member 
institutions that the present FHLBB leadership has espoused 
publicly and as reflected in recent regulations. This fact has, 
based on my .observations, led to unusually antagonistic positions 
and actions by the FHLBB towards Lincoln. This is difficult to 
fully understand because Lincoln's strategies have thus far 
proved- successful and have turned an association headed for 
failure into a strong and viable financial entity. And, as 
stated earlier, Lincoln's strategies are not that different from 
other successful thrifts in the West. MCst engage in real estate 
development, either directly or through joint ventures, many have 
far greater construction and commercial loan portfolios (as a 
percent of assets and in dollar volume) than Lincoln, and many 
have much heavier concentrations of noninvestment grade 
securities. Many of the associations with these characteristics 
are among the most profitable in the country and are considered 
to be the best managed by knowledgeable analysts. 

Thus, the nature of Lincoln's operations should not have resulted 
in the protracted period of the examination or the unusual 
procedures employed. But, because the examiners did not have the 
requisite experience or knowledge to evaluate the types of 
transactions entered into by Lincoln, the nature of the business 
did, in fact, cause the examination to be inordinately 
protracted. 

As to the nature of th'e procedures employed, the experience 
factor contributed to some of the redundant procedures. Others, 

I believe, based on observations of FHLBB personnel, were the 
result of the FHLBB'S resistance to Lincoln's nontraditional 
business profile and the fact that Lincoln does not fit into the 
mold desired by the FHLBB leadership. 
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7. 


Lincoln Savings' representatives have asserted that the FHLBB 
examiners were unreasonable in their decision making and that at 
times their conduct bordered on "harassment." Did you observe 
personally any such conduct by the FHLBB? 


The following support Lincoln's assertions: 

With respect to certain loans, a separate report was 
requested from Lincoln's independent accountants (the firm 
which preceded our firm) regarding the appropriateness of 
Lincoln s accounting for such loans. That firm issued a 
report concluding that Lincoln's accounting was appropriate 
under relevant professional literature. The FHLBB did not 
accept this report and requested a second opinion by another 
tirm. Our firm was contacted by both ACC and the FHLBB to 
render the second opinion. Our firm independently reviewed 
tne subject loans and issued an opinion concurring with the 
other accountant’s opinion. The FHLBB has subsequently 
rejected our opinion as well. Such rejection was made by a 
person with less than eight years’ experience in accounting 
practice. Thus a person with relatively little experience 
firms*^*^*^^*^ the opinions of two international accounting 


* February 6, 1987, the FHLBB notified Lincoln that it had 

determined that specific reserves in the amount of 
$36,634,000 were required to be recorded. Such reserve 
request did not (a) take into account the reserves already 
established by Lincoln, (b) data supplied to the FHLBB by 
" which clearly indicated that .certain appraisals on 
wnich such reserves were predicated were incorrect, or (c) 
that certain assets were not subject to their reserve 
procedures because they were operating properties and not 
investment assets. Moreover, the notice stated, "The loss 
reserve directed by the Supervisory Agent must be established 
before any such subsequent reappraisals will be accepted for 
consideration." As the Supervisory Agent had been informed 
that Lincoln believed the requested reserves to be based on 
erroneous data, the issuance of such a notice and the terms 
thereof are unreasonable and unusual based on my prior 
experience with the FHLBB. 
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c. On at least two occasions that I am aware of the supervisng 
agent, in group meetings, indicated the examination was 
complete and a final report would be forthcoming shortly. 

.Additionally, the agent was specifically asked if all issues 
of concern to the PHLBB had been communicated to Lincoln, to 
which question the agent answered affirmatively. At this 
date new issues have been raised and a final report has not 
been issued. This is in spite of the fact that a draft 
report was prepared and provided to Lincoln in early November 
1986 and again in December 1986. 

d. The examination became a fluid event. The first period 
examined was through December 31, 1985; then through June 30, 
1986; and then through September 30, 1986. Draft reports 

■ have been issued at various dates stating, "The following 
agenda items, subject to final review, summarize the results 
of our examination of Lincoln Savings and Loan Association as 
of ..." However, after each draft, and apparently after the 
field examiners concluded they had completed the examination, 
new inquiries have been made and additional data has been 
requested from Lincoln. I have specific knowledge that this 
has caused Lincoln great expense and has distracted its 
management from the daily operations of the thrift's 
.business. 

e. Data requests from the examiners have clearly been redundant 
and, based on my experience, excessive as to the amount of 
data and level of detail requested. 

f. Lastly, the examiners' interpretations of accounting 
principles and their own regulations and examination 
guidelines have been consistently and unreasonably pejorative 
to Lincoln. In meetings I've attended the FHLBB personnel 
have appeared, without apparent cause, to be openly hostile 
and inflexible towards Lincoln personnel and their 
representatives . 

8. Do you believe the eventual outcome of the examination will be 
detrimental to Lincoln's well being? 

Based on the draft reports presented to Lincoln, I believe the 
results will indicate Lincoln fails to meet the minimum net worth 
requirement as determined by the FHLBB staff. I don't believe 
the facts and circumstances will, if objectively viewed, support 
such a conclusion. Thus, the final report will’ in all likelihood 
be detrimental and inappropriately so. This is not to say that 
Lincoln could not< or should not, improve certain of its internal 
procedures. But based solely on my personal observations to 
date, the final report can be expected to be unduly harsh. 
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I trust the above has been responsive to your questions. I have 
attempted to answer each question objectively and without bias either 
towards Lincoln or the PHLBB. 

Yours truly. , 





New YORK, N. Y. 10006 
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November 1 , 1984 


Federal Home Loan Bank Board 
1700 G. Street/ N,W« 
Washington/ D.C.- 20552 


Dear 


I am writing at the request of 

Esa. and on behalf of Lincoln Savings and Loan 

Association to state my professional opinion concerning 
the rule proposed by the Federal Home Loan Bank Board 
(the "Board”) which would limit the amount of direct 
investments that state-chartered savings and loan asso- 
ciations may make (the "Proposed Rule").* Further/ I 
am writing to express my agreement with the conclusions 


drawn by Professor 


pn the basis of 


his study of associations in eleven states that permit 
direct investments and of savings and loan failures that 
occurred in the period from January 1/ 1981 to June 30/ 


1984. 
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Fed . Reg. 20719 (1984). 
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I understand that Professor I |is sub- 

mitting his study to the Board together with a general 
summary of his conclusions. Accordingly. I will not 
discuss his study in detail, but I will ste. te that it is 
the most comprehensive study of which I am aware that 
addresses directly the issues raised by the Proposed 
Rule and that I am in accord with the conclusions that 
Professor Benston draws from it. 


The Structural Crisis Confronting 
the Savings and Loan Industry 

The savings and loan industry in this country 
was created and grew to maturity under a special set of 
economic conditions: low inflation and relatively low 

and stable interest rates. These economic conditions no 
longer exist and are unlikely to exist for the indefinite 
future. 

The dramatic change in financial conditions 

( 

during the past several years created a crisis in the 
savings and loan industry in the early eighties. By 
1981 the average cost of funds at savings and loans had 
risen to an unprecedented 10.9%. Yields on long-term 
savings and loan mortgage portfolios, heavily weighted 
with older, lower yielding instruments, lagged, averaging 
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only 9 . 9 ^ that year. The Board's figures 

identify the 

nature of the resulting 

crisis : * 


Average GDst of 

Average Return 

Average Net 

3 & L Funds 

on S & L Mortgages 

Interest Return 

1978 6,67 

3.50 

1.83 

1979 7.47 

8.36 

1 .39 

1980 8.94 

9.34 

0.40 

1981 10.92 

9.91 

-1.01 

1982 11.38 

10.68 . 

-0.70 


While inflation and skyrocketing interest 
rates affected every segment of the economy, they struck 
the savings and loan industry with particular severity. 

The structure of the industry's balance sheet — long-term, 
largely fixed-rate assets matched against short-term lia- 
bilities — made associations inherently vulnerable to 
increases in interest rates. By the early eighties the 
industry was under intense strain. Many associations 
simply failed and either disappeared or were merged with 
other, stronger associations. Many others, on the verge 
of failure, were saved temporarily by the infusion of 
government funds and by the existence of federal deposit 
insurance. 


* Federal Home Loan Bank Board. 
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Because the crisis facing the industry 
resulted from a major and presumably fundamental change 
in economic conditions, it can be resolved only by 
equally major changes in the industry. Since the crisis 
is rooted, in particular, in the mismatch between the 
industry's long-term assets and short-term liabilities, 
it can be resolved only by a major restructuring of both 
those assets and. liabilities. There is no realistic 
alternative. 

So far, the industry has been unable to induce 
depositors to invest in certificates of deposit of suf- 
ficiently long-term nature to lengthen significantly the 
average maturity of the industry's liabilities. The 
industry should be encouraged to do more along this line. 

Notwithstanding the possibility that the 
average maturity of the industry's liabilities might be 
lengthened, it is essential that the savings and loan 
industry be allowed to shorten the average maturity of 
its assets. Adjustable rate mortgages ( "ARMs" ) , for 
example, offer one method of effectively shortening the 
maturity of industry assets. ARMs, however, are not 
sufficient by themselves to solve the industry's current 
problem. ART*Is are subject to a variety of "caps" and 
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other restrictions that limit their flexibility and 
prevent them from being fully adjustable with respect to 
changing market rates. Moreover, because their interest 
rates may be adjusted upward, ARMs carry an increased 
likelihood of default and hence are riskier instruments 
than fixed-rate mortgages. Further, given the enormous 
size of the industry’s outstanding balance of fixed-rate 
and long-term mortgages, the use of ARMs — even if they 
were otherwise sufficient — — would not allow the industry 
to cure its overall asset-liability mism.atch for many years. 
Additional corrective measures are, therefore, essential. 

Direct Investments are Essential for 
the Financial Stability and -Survival 
of the Savings and Loan Industries 

In this situation, so-called "direct invest- 
ments” in real estate, equity securities and service 
corporations offer an economically efficient — and 
necessary -- method of allowing savings and loan asso- 

I 

ciations to remedy their asset-liability mismatch. This 
is true for several reasons. First, direct investm.ents 
enable savings and loans to hold a wide range of short- 
term assets which allows them to match more directly the 
maturities on their liabilities. This would remedy the 
mismatch at its source. Second, direct investments 
offer associations an efficient method of diversifying 
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their holdings. Portfolio diversification is critical 
to financial soundness, and direct inve.stinents will 
enable associations to acquire assets with character- 
istics that complement those of home mortgages, thus 
helping to bring long-term financial stability. Third, 
direct investments will allow associations to take 
advantage of, and participate in/ the most promising 
areas of local growth and development. Most associa- 
tions, in fact, have special knov/ledge concerning local 
economic developments, and direct investments will 
enable them to use this knowledge in the most profit- 
able, sound and effective manner for their associations 
while%.<aimul taneously benefitting the economic well-being 
of their communities. 

.'Accordingly, direct investments constitute 
an investment option that is necessary to the financial 
health — and, in many , cases, the survival — of savings 
and loan associations. Any artificial restriction on 
rational investment opportunities reduces the overall 
efficiency of the economy, and restrictions that directly 
impede efficient adjustments to broad and fundamental 
changes in the economy can only be detrimental to the 
associations and to the nation as a whole. Although 
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some direct investments are certainly more risky than 
some traditional savings and loan investments, whatever 
risks direct investments may entail are far less danger- 
ous and acute than the risks that currently confront the 
industry. The risks currently imposed on the industry 
by fundamental changes in economic conditions and by 
asset-liability mismatch are severe and immediate, and 
the use of direct investments to avoid or minimize them 
would lessen the risks facing both the savings and loan 
industry and the economy as a whole. Under present and 
foreseeable future economic conditions, broad utiliza- 
tion of direct investments by savings and loans should 
lower the industry's overall level of risk and place it 
on a safer and sounder footing. 

The Board's Proposed Rule Restricting Direct 
Investments Is Unsupported by the Facts 
and Will Likely Prove Harmfu l 

It is my opiriion that the Proposed Rule 
imposes limitations that are unsound in principle and 
that will prove to be harmful in practice. The Proposed 
Rule is based on assumptions that are unsupported by the 
available evidence and simply contrary to fact. 





First, the Board assumes that the Proposed 
Rule will protect the savings and loan industry This 
is not true. To the contrary, it will most likely cause 
serious injury. in my opinion, for every association 
that may be prevented from taking undue risk by the 
Proposed Rule, many will be positively harmed. The 

I 

reason for this is that the industry as a whole requires 
the broad ability to make direct investments in order to 
restore and ensure its economic stability and prosperity. 
The industry simply cannot overcome the structural prob- 
lems that threaten it if associations are restricted 
generally in the types of investments they are permitted 
to make. 

Second, the Proposed Rule assumes that direct 
investments are riskier than traditional savings and 
loan investments. Some are, and some are not. ,^ill 
investments carry risks, and home mortgages are no excep- 
tion.* A traditional home mortgage, for example, must 


* For example, even an apparently secure and safe 
home mortgage carries an interest rate that is 
higher tnan the rate paid on AAA rated corporate 
bonds. The difference in the two interest rates is 
a measure of the greater riskiness of the home 
mortgage . 
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be based on fifteen to twenty-five or even thirty year 
projections about the physical condition of the struc- 
ture, the probability that changes in the neighborhood 
will adversely affect value, and the likelihood that the 
general community will suffer economic decline or popu- 
lation loss. Further, risk in connection with home 
mortgages is not limited to the chances that the under- 
lying value of the property will decline. Rather, it 
includes the financial risk to the association involved 
in creating and holding a fixed-term, fixed-interest 
asset — the risk that unexpected changes in interest 
rates will reduce the value of the mortgage itself. 

This, of course, is precisely what happened during the 
past decade and the reason why the savings and loan 
industry is in a state of crisis. Thus, the Board's 
apparent assumptions about risk are both inadequate 
and misconceived. 

Third, the Proposed Rule is based on the 
assumption that direct investments will reduce the 
funds available for financing home ■ pur chases. Indeed, 

Professor! jstudy strongly suggests that direct 

investments actually increase the mortgage-making 
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activities of associations. The relatively short-term 
nature of direct investments means that funds are 
continuously available for new mortgage investments. 
Finally, the undeniable fact is that savings and loans 
are specialists in home financing, with experience and 
skills that give them an important comparative advantage 
in doing business in the home financing market. It is 
highly unlikely that the industry, or any significant 
number of associations, would abandon home financing and 
surrender these competitive advantages. 

Moreover, the Board's apparent assumption 
that direct investments will reduce funds available for 
home mortgages is questionable for another reason. The 
single most significant change in the home financing 
market that has occurred in the past decade is the 
development and remarkable success of a secondary market 
in mortgages. Through the use of such instruments as 
mortgage-backed securities mortgages are now financed 
and held by a wide range of investors. The growth in 
this secondary market has been rapid. 
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/\3S9t Valus of Outstarvjing 
Home Mortgages* 

(Dill ions of dollars) 


( 2 ) 

All 


rear-end 

(1) 

Savings 

Total 

and Loan: 

1975 

490 

219 

197G 

554 

254 

1977 

648 

301 

1978 

760 

345 

1979 

882 

335 

1980 

978 

411 

1981 

1,059 

427 

1982 

1,105 

392 

1983 

1,214 

416 


(3) 

Federally 

Sponsored 

(4) 

(5) 

Cred it 

Mortgage 

Total of 

Agencies 

Pools 

3 and 4 

31 

25 

56 

31 

37 

69 

32 

53 

85 

41 

65 

105 

50 • 

88 

139 

58 

107 

165 

64 

125 . 

189 

74 

174 

240 

84 

239 

323 


Since 1979 the value of home mortgages held by the secon- 
dary mortgage market has been growing much more rapidly 
than the value of home mortgages held by savings and 
loans associations; 


Net Increase in Outstanding 
Home Mortgages* 

(billions of dollars) 


Annual 

(1) 

Total 

(2) 

All 

Savings 
and Loans 

1979 

120 

39 

1980 

97 

26 

1981 

76 

16 

1982 

52 

-31 ■ 

1933 

109 

24 


(3) 

Federally 

Sponsored 

Credit 

Agencies 

(4) 

?iortgage 

Pools 

(5) 

Total of 
3 and 4 

9 

22 

31 

8 

19 

26 

5 

14 

19 

10 

49 

60 

9 

65 

75 


* Federal Reserve System Flow-of-Punds . 
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Thus, in 1932 and 1983 combined, while savings and loans 
sav; a net decline of $7 billion in home mortgages held, 
the secondary market increased its home mortgage hold- 
ings by approximately $135 billion. In percentages, 
the share of the net increase in home mortgages held by 
savings and loans dropped .from 555 in 1976 to 22% in 
1983 while the share held by the secondary market rose 
from 19% to 69% in the same years.* 

The significance of the new secondary market 
is obvious. Savings and loans are simply no longer the 
only or dominant source of funding for home financing, 
and they are no longer critical to mortgage origination, 
There^is, indeed, no evidence to suggest that the savings 
and loan industry as now constituted — or the thrift 
industry in general — is necessary to maintain a viable 
home mortgage market. Consequently, in terms of home 
mortgage financing, there is no reason why savings and 

I 

loans should not be permitted to make significant 
amounts of direct investments. 

In view of the powerful reasons why direct 
investments are necessary for the financial health of 


Feoeral Reserve System Flow-of-Funds . 
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the savings and loan industry, only overwhelming evi- 
dence of imminent and acute risk from direct investments 
could rationally justify the Proposed Rule. Professor 
study, with which I concur, de lonstrates that 
the Board's assumptions are apparently without. foundation 
and that the Proposed Rule could seriously harm the saving 

and loan industry. 

Thus, the Proposed Rule is, in my opinion, 
unsound in principle and unsupported by the' evidence. 

I understand that Lincoln Savings and Loan 
Association has requested that the Board allow me to 
meet with it or its staff in order to discuss my view 
that the Proposed Rule is unwarranted and could prove 
harmful if put into effect. I hope that the Board will 
agree to such a meeting, and I am prepared to meet with 
the Board or its appropriate staff members in Washington 

at the earliest possible time. 

I appreciate this opportunity to express my 
opinion about the Proposed Rule, and I hope that the 
Board will give me the opportunity to discuss the issue 
with it further before i t reaches a final decision in 
this matter. 
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April 10, 1987 

April 9, 1987 Meeting 
of FHLBSF Personnel 
with Senators 
Cranston, DeConcini, 
Glenn, McCain & 

Riegle 


At your request I am providing you this memorandum, which 
reflects the substance of yesterday's meeting with Senators 
Cranston, DeConcini, Glenn, McCain and Riegle. The Federal Home 


Loan Bank of San Francisco ("FHLB^") personnel who attended the 


meeting were 







The meeting commenced at 


6:00 p.m. and ended at approximately 8:15 p.m., with two breaks 
of approximately 15 and 10 minutes during which the Senators 


voted. Senator Cranston was present only very briefly, because 
of his responsibilities on the Senate floor. The other Senators 
were present for substantially the entire meeting. 
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This meeting was the product of an earlier meeting among 

yourself and Senators Cranston, DeConcini, Glenn and McCain. At 

that meeting, as related by you (and by these same Senators in 

yesterday's meeting) each of the Senators raised their concerns 

regarding the examination of Lincoln by FHLBSF, and you noted 

your unfamiliarity with any specifics of the examination, youp 

4 


confidence in FHLBSF, and your suggestion that the Senators 
from FHLBSF our supervisory concerns regarding Lincoln. » 


I was the only one at the April 8 meeting who took notes. 
While not verbatim, my notes are very extensive. At your 
request, I called you last night and read these notes to you. I 
have attached a copy of those notes to this memorandum. I have 
used these notes and my independent recall of the meeting to 
prepare this memorandum and provide the fullest possible record 
of the discussions at yesterday's meeting. I have circulal^t^^ 

I 1 

this memorandum to Messrs. 


for 


their review to ensure the accuracy of this memorandum. I 
believe that this memorandum is an accurate and complete record 
of the substance of yesterday's meeting. 


the Federal 

Home Loan Bank of San Francisco. I have held that 
position for four years. I am here in my capacity 

We have jurisdic- 




/ 

/ 
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tion over California, Arizona and Nevada savings 


and loans. 


industry for 20 years. 


I 


was n the 


DeConcini; Where? 


DeConcini : 


DeConcini ; 


In New York. 


Did you know 


Yes. 


is a good guy. 


Yes. He's great. 



with me is 





has joined us recently from the 


Comptroller of the Currency, where he was 


Before that he was 


a lawyer for seven years. 


McCain: We won't hold that against you. 


You were a litigator. 


No, I was in enforcement for seven years. 
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DeConcini : 


4 


Also with me is 



Eor 

the Bank Board for three years. Next toj 


]is 


He's been with the San Francisco 


Bank for years, before that he was an auditor 

for a commercial bank, and before that he was in 
school . 

Thank you for coming. We wanted to meet with you 
because we have determined that potential actions of 
yours could injure a constituent. This is a 
particular concern to us because Lincoln is 
willing to take substantial actions to deal with 
what we understand to be your concerns. Lincoln 
is prepared to go into a major home loan program 
— up to 55 percent of its assets. We understand 
that that's what the Bank Board wants S&Ls to do. 
It's prepared to limit its high risk bond holdings 
and real estate investments. It's even willing to 
phase-out of the insurance process if you wish. 

They need to deal with, one, the effect of our reg 
. . . Lincoln is a viable organization. It made 
$49 million last year, even more the year before. 
They fear falling below 3 percent and becoming 
subject to your regulatory control of the 
operations of their association. They have two 
major disagreements with you. First, with regard 



Cranston: 


DeConcini : 


to direct investment. Second, on your 
reappraisal. They're suing against your direct 
investment regulation, I can't make a judgment on 
the grandfathering issue. We suggest that the 
lawsuit be accelerated and that you grant them 
forbearance while the suit is pending. I know 
something about the appraisal values [Senator 
Glenn joins the meeting at this point] of the 
Federal Home Loan Bank Board, They appear to be 
grossly unfair, I know the particular property 
here. My family is in real estate. Lincoln is 
prepared to reach a compromise value with you, 

[He arrives at this point] I'm sorry I can't join 
you, but I have to be on the floor to deal with 
the bill. I just want to say that I share the 
concerns of the other Senators on this subject. 
[Senator Cranston leaves] 

I'm not on the Banking Committee, and I'm not 
familiar with how all this works. I asked Don 
Riegle to explain to me how the Federal Home Loan 
System works because he's on Senate Banking. He 
explained it to me and that's why he's here. 




• M 


, One of our jobs as elected 
constituents in a proper 
ig employer and important to 
the local economy. I wouldn't want any special 
favors for them. It's like the Apache helicopter 
program that Dennis and I are active on. The Army 
wants to cutback the program. Arizona contractors 
make major components of the Apache helicopter. 

We believe that the Apache is important to our 
national defense. That's why we meet. with General 
and try to keep the program alive. 



McCain: 


Thank you for/coming 
officials is/ to help 
fashion. ACCvis a h 


I don't want any part of our conversation to be 
improper. We asked I I about that and 


he said it wasn't improper to discuss Lincoln. I'd 
like to mention the appraisal issue. It seems to 
me, from talking to many folks in Arizona, that 
there's a problem. Arizona is the second fastest 
growing state. Land values are skyrocketing. 

That has to be taken account of in appraisals. 


Glenn: I apologize for being late. Lincoln is an Ohio 

chartered corporation, and ... 


Excuse me, Lincoln is a California chartered S&L. 


Glenn: Well, Lincoln is wholly-owned by ACC. 
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DeConcini : 


Glenn: 



Riegle: 



You said Lincoln was Ohio chartered, its 
California. 

Well, in any event, ACC is an Ohio chartered 
corporation, I've known them for a long time, but 
it wouldn't matter if I didn't. Ordinary exams 
take maybe up to 6 months. Even the accounting 
firm says you've taken an unusually adversary view 
toward Lincoln, To be blunt, you should charge 
them or get off their backs. If things are bad 
there, get/^them. Their view is that they took a 
failing business and put it back on its feet. It's 
now viable and profitable. They took it off the 
endangered species list. Why has the exam dragged 
on and on and on? I asked [~ [ about this. 

Lincoln has been told numerous times that the exam 
is being directed to continue by Washington, 
said this wasn't true. 

I wasn't present at the earlier meeting. There 
are things happening that may indicate a pattern 
that do raise questions. There is broad concern 
on the Banking Committee about the American Banker 
article on the PADA and FSLIC fued. | | has 

great confidence in you as a team. He says you 
are some of the finest people in the system. The 
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Glenn: 


DeConcini: 


appearance from a distance is that this thing is 
out of control and has become a struggle between 
Keating and | | two people I gather who have 

never even met. The appearance is that it's a 
fight to a death. This discredits everyone if it 
becomes the perception. If there are fundamental 
problems at Lincoln, OK. 


I've had a lot of people come through the door 
feeling that they've been put through a meat 
grinder. I want professionalism, and your 
backgrounds attest to that professionalism. But I 
want not just professionalism, but fairness and 
the appearance of fairness. So I'm very glad to 
have this opportunity to hear your side of the 
story. 


I'm not trying to get any__pne off. If there is 
wrongdoing I'm on your side. But I don't want any 
unfairness against a viable entity. 



How long do we have to speak to you? A half hour, 
an hour? 


As quickly as possible. We have a vote coming up 
soon. 


t/>V0 
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First, if there's any fault to be had concerning 
the length of the examination, it's on my shoul- 
ders. We determine how examinations are con- 
ducted . 


never gave me instructions on how to 
conduct this exam or any other exam. At this 
meeting you'll hear things that doesn't know. 


DeConcini: 


Did I I ever talk to you about the examination of 
Lincoln? 


talked to me when that article ran in the 


Washington Post. 


asked for a written response from us to the 
Washington Post article about the length of the 
exam at Lincoln. | | is correct. We received no 

instructions fromi I about the exam of Lincoln. 


We decide how to do the exam. 


This meeting is very unusual, to discuss a 
particular company. 


DeConcini; It's very unusual for us to have a company that 
could be put out of business by its regulators, 
you're on, you have 10-12 minutes. 
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An appraisal is an important part of underwriting. 
It is very important. If you don't do it right you 
expose yourself to loss. Our 1984 examination 
showed significant appraisal deficiencies. Mr. 
Keating promised to correct the problem. Our 1986 
examination showed that the problems had not been 
corrected, that there were huge appraisal 
problems. There was no meaningful underwriting on 
most loans. We have independent appraisals. 

Merrill Lynch appraised the Phoenician. It shows 
a significant loss. Other loans had similar 
losses. 

DeConcini: Why not get an independent appraiser? 


We did. 


DeConcini; No, you hired them. Why not get a truly 

independent one or use arbitration, if you're 
trying to bend over backwards to be fair. There's 
no appeal from your reappraisal. Whatever it is 
you take it. 


If it meets our appraisal standards. 
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The Phoenician reappraisal process is not 
complete. We have received Lincoln's rebuttal and 
forwarded it to our independent appraisers. 




At this point the Senators left to vote. We resumed when 
Senators DeConcini and Riegle returned. 


V 


Lincoln had underwriting problems with all of 
their investments, equity securities, debt 
securities, land loans and direct real estate 
investments. It had no loan underwriting policy 
manual in effect when we began our 1986 exam. 

When the examiners requested such a manual they 
were informed that it was being printed. The 
examiners looked at 52 real estate loans that 
Lincoln had made since the 1984 exam. There were 
no credit reports on the borrowers in all 52 of 
the loan files. 


DeConcini: I have trouble with this discussion. Are you 

saying that their underwriting practices were 
illegal or just not the best practice? 


These underwriting practices violate our 
regulatory guidelines. 
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They are also an unsafe and unsound practice. 


DeConcini; Those are two very different things. 


You need credit reports for proper underwriting. 
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l^enator Glenn returns at this point 



Riegle: To recap what's been said for Senator Glenn, 52 of 

the 52 loans they looked at had no credit 
information. Do we have a history of loans to 
folks with inadequate credit? 


$47 million in loans were classified by examiners 
due to lack of adequate credit to assure repayment 
of the loans. 

They're flying blind on all of their different 
loans and investments. That's what you do when 
you don't underwrite. 


Glenn: 


How long had these loans been on the books? 


(^r^enator McCain returns at this point 

L 






A fairly long time 


Glenn: How many loans have gone belly-up? 


We don't know at this point how many of the 52 
have defaulted. These loans generally have 
interest reserves. 


Glenn : 


Well, the interest reserve should have run out on 
many of these. 


These are longer term investments. 

I know that Lincoln has refinanced some of these 
loans. 


Glenn: Some people don't do the kind of underwriting you 

want. Is their judgment good? 


That approach might be OK if they were doing it 
with their own money. They aren't, they're using 
federally insured deposits. 


Riegle: 


Where’s the smoking gun? Where are the losses? 
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DeConcini : 


Riegle 


y 


J 

DeConcini: 

V 




What's wrong with this if they're willing to clean 
up their act? 

This is a ticking time bomb, 

I had another case which reported strong earnings 
in 1984. It was insolvent by 1985. 

These people saved a failing thrift. ACC is 
reputed to be highly competent. 


Lincoln was not a failing thrift before ACC 
acquired it. It met its net worth requirement. 
It had returned to profitability before it was 


ylx 

acquired. It ha^ one of the lowest ratios of 
scheduled assets in the ll*! District , the area 
under our jurisdiction. Its losses were caused by 
an interest spread problem from high interest 
rates. It, as with most other California thrifts, 
would have become very profitable as interest 


rates f#ll. 




I don't know how you can consider it a success 
story. It lost $24 million in 1982 and 1983. 
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I haven't gotten an answer to my question about 
why the exam took so long. 

It was an extremely complex examination because of 
their various investments. The examiners were 
actually in the institution from March to October 

8 months. The asset classification procedure 

is very time consuming. 


What's the longest exam you ever had before? 



some have technically never ended, where we had 
severe problems with a shop. 


McCain: Why would 


Glenn: 




say these things about the 


exam — that it was inordinately long and 
bordered on harassment? 



said they withdrew as 


Lincoln's prior auditor because of your 


harassment. 


Riegle: Have you seen the AY letter? 





Riegle: 


I'd like you to see the letter. It's been sent 
all over the Senate. [Hands 


the letter] 


I'm relatively new to the savings and loan 
industry, but I've never seen any bank or S&L 
that's anything like this. This isn't even close. 
You can ask any banker you know about these 
practices. They violate the law and regulations 
and common sense. 


Glenn; What violates the law? 


Their direct investmenta/violate the regulation. 
Then there's the file staffing. They took undated 
documents purporting to show underwriting efforts 
and put them into the files sometimes more than a 
year after they made the investment. 


Glenn; Have you done anything about these violations of 

law? 


We're sending a criminal referral to the 
Department of Justice. Not maybe, we're sending 
one. This is an extraordinarily serious matter. 

It involves a whole range of imprudent actions. I 
can't tell you strongly enough how serious this 
is. This is not a profitable institution. Prior 
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year adjustments will reduce that reported $49 
million profit. They didn't earn $49 million. 

Let me give you one example, Lincoln sold a loan 
with recourse and booked a $12 million profit. 

The purchaser rescinded the sale, but Lincoln left 
the $12 million profit on its books. Now, i don't 
care how many accountants they get to say that's 
right, it's wrong. The only thing we have as 
regulators is our credibility. We have to 
preserve it, 

DeConcini: Why would AY say these things, they have to guard 

their credibility too. They put the firm's neck 
out with this letter. 


They have a client. The $12 million in earnings 
was not unwound. 


DeConcini: You believe they'd prostitute themselves for a 

client? 


Absolutely, it happens all the time. 


i The Senators left at this point for another vote 
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resumed when Senators DeConcini, McCain and Riegle 
returned. 


" J 


I also wanted to note that the Bank Board has had 
a lot of problems with AY, and is thinking of 
taking disciplinary action against it. 


Not for its actions here. Primarily because of 
its Texas office, which has never met a direct 
investment. They think everything is a loan. 


This 


claim. 



quite an effect on the income you can 


kcx'j 
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Empire of Texas is a perfect example. It did 
acquisition, development and construction loans 
that were really direct investments because the 
borrowers had no equity in the projects. It 
booked all the points and fees upfront as income. 
It created interest reserves so the loans couldn't 
go into default. It provided takeout financing 
and then end loans so that the loans couldn't go 
into default for many years. All of this led it 
to report record profits. Even when the losses 
started, as long as it grew fast enough and could 
book new income up-front it could remain 







"profitable". It gets to be kind of a pyramid 
scheme with rapid growth. Lincoln has grown very 
fast. 

Many Congressional hearings have been very 
critical of the Bank Board for not acting more 
quickly against unsafe and unsound practices. 
Representative Dingell our . . . our, I grew up in 
the 16th District; his hearings were very critical 
about Beverly Hills, which had a clean accounting 
opinion and then, at last count is over $900 
million insolvent. 

Then there was Sunrise, also with a clean opinion, 
and it is expected to cost FSLIC over $500 
million. And Congressman Barnard's hearing was 
very critical there. 



accounting firm to serve as management's expert 
witnesses and adopt an extremely adversarial tone. 
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DeConcini: 


DeConcini: 





What it all comes down to is that Congress has 
been on our ass, and many of us think rightly, to 
act before an institution fails. That's what we're 


doing here, and I 


SA-\'tsy 

think tfcs^laudable . 


What? 

b6 

Laudable. b 7 c 

<- 

Our exam has found that $f million has to 

be written off Lincoln's books. That will leave 
them with a regulatory net worth of $25 million. 

They will fail to meet their net worth require- 
ment. They have $103 million in goodwill on their 
books. If this were backed out they would be $78 
million insolvent. 


They would be taken over by the regulators if they 
were a bank. 


You're saying they're insolvent. 

They'd be insolvent on a tangible capital basis, 
which is basically the capital standard for 




banks 
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DeConcini: 


DeConcini : 


Riegle: 




They'd be insolvent if they were a bank, but by 
law you have to use a regulatory capital standard, 
and under that standard they have $25 million in 
capital. Is that what you're saying? 

By regulation we have adopted a regu(^4^tory capital 
standard. 

And you'll take control of them if they fail your 
net worth standard, you'll take operational 
control of them. 

That's speculative. We'd take steps to reduce 
their risk exposure. 

What would you require them to sell? 

We'd probably have them decrease their growth. 

Time and again we've found rapid growth associated 
with loss. Lincoln has grown rapidly. 

Are you sure you want to talk about this? We 
haven't made any recommendation to the Bank Board 
yet. The Bank Board decides what action to take. 
These are very confidential matters. 


0 I > 1(^1 



Deconcini: 


DeConcini; 


McCain; 


Riegle: 


No, then we don't want to go into it. We were 
just asking very hypothetically, and that's how 
you [indicating 


were responding. 


That's right. 


Can we do something other than liquidate them? 

I hesitate to tell an association what to do. 
we're not in control of Lincoln, and won't be. We 
want to work the problem out. 


Have they tried to work it out? 


We've met with them numerous times. I've never 
seen such cantankerous behavior. At one point 
they said our examiners couldn't get any 
association documents unless they made the request 
through Lincoln's New York litigation counsel. 

Well, that does disturb me, when you have to go 
through New York litigation counsel. What could 
they do? Is it too late? 


It's never too late. 



McCain: 

J 

DeConcini: 


Glenn: 
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What's the best approach? Voluntary guidelines 
instead of a compulsory order? 

/o\ 

How long will it take you to finish the exam? 


Ten days. 


Have they been told what you've told us. 


We provided them with our views and gave them 
every opportunity to have us hear what theyj^"^^. 

We gave them our classification of asset materials 
and went through them loan by loan. This is one 
of the reasons the exam has taken so long. 




We gave them our classification materials on 

January . On March 9 we received 52 

exhibits, amounting to a stack of paper this high 
(indicating approximately two feet of material) 
responding to that. We went through every page of 
that response. 
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We didn't use in-house appraisers. We sent the 
reappraisals out to independent appraisers. We 
sent the reappraisals to Lincoln. We got re- 
buttals from Lincoln and sent them to the inde- 
pendent appraisers. I don't think there was any 
case that Lincoln agreed with the reappraisal. 


None where the reappraisal indicated insufficient 
collateral. 


In ^^ry case, after reviewing the rebuttal, the 
independent appraiser has stood by his conclu- 
sion. 

DeConcini: Of course, they have to. 


No, The rebuttals claim specific problems with 
the independent appraiser's reappraisals; you 
didn't consider this feature or you used the wrong 
rental rate or approach to value. The independent 
appraiser has to come back to us and answer those 
specific claims by saying: yes I did consider 
that, and here's why I used the right rate and 
approach. 
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Glenn: 


Glenn: 


DeConcini: 


u/HJ’ 
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I'd question those reappraisals. If you want to 
bend over backwards to be fair I'd arbitrate the 

differences. 

The criminality surprises me. We're not inter- 
ested in discussing those issues. Our premise was 
that we had a viable institutioi^. concerned that 
it was being over regulated. 

What can we say to Lincoln? 

Nothing with regard to the criminal referral. 

They haven’t, and won't be told by us that we're 
making one. 
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You haven't told them? 


No. Justice would skin us alive if we did. Those 
referrals are very confidential. We can't 
prosecute anyone ourselves. All we can do is 
refer it to Justice. 

They make their own decision whether to prosecute? 
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Yes. I also want to mention that we are already 
investigating Arthur Anderson because of their 
role in the file stuffing. We don't know whether 
they knew the purpose for which they were prepar- 
ing the materials. I don't want to get harassed 
. . .no, that's not the right word; I don't want 
to get criticized if we find out that AA was 
involved criminally and we have to make a referral 
on them. Don't want them to claim retaliation. 

Ih 0\ 

with regard to what you can say to Lincoln, you 
might want to simply have them call us. If you 
really want to talk to them you can say that it 
will take us 7 to 10 days to finish the exam. 

Riegle; Is this institution so far gone that it can't be 

salvaged? 


I don't know. They've got enough risky assets on 
their books that a little bad luck could nail 
them. You can't remove the risk of what they 
already have. You can reduce what new risks they 
would otherwise add on. 
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V// 


•y 


They have huge holdings ^ and Phoenix. 

The market can't absorb them for many years. You 
said earlier that ACC was extremely good, but ACC 
has gotten out of its former primary activity, 
homebuilding. I'm not saying they're bad busi- 
nessmen, but they had to get out of one home- 
building market after another. They had to get 
out of Colorado when they had bad models and soil 
problems. They also had to get out of their 
second leading activity, mortgage banking. 

They're now down to Arizona. 



That's not a bad market, but no one knows how well 
it will do over the many years that it would take 
to absorb such huge holdings ^"Ti^^ori and 


Phoenix . 


DeConcini: So you don't know what you'd do with the property 

even if you took them over. 


y 





doesn't. 



is a lawyer. We 


hire experts to do this work. OuV study of their 
Arizona holdings was done by top experts. Our 
study of below investment grade corporate debt 
securities; what folks usually call junk bonds, 
but I avoid it because I don't know where you 
stand on such bonds; was done by top outside 
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experts, I see in this Arthur Young letter that 
they criticize us for having an accountant with 
"only" eight years of experience — well I think 
. . , I don't see how you can claim eight years as 
inexperienced. But we didn't simply rely on him, 
we had, wasn't it 


We had outside accountants, 

work on this. These are also some of the reasons 
the exam took time. 

I think my colleague put it right when 

he said that it's like these guys put it all on 16 
Black in Roulette. Maybe they'll win, but I can 
guarantee you that if an institution continues 
such behavior it will eventually go bankrupt. 

Riegle: Well, I guess that's pretty definitive. 

DeConcini: I'm sorry, but I really do have to leave now. 

[The meeting broke up at this point, approximately 8:20 p.m.] 
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$17,500 contribution 
made in 1985 race 

The Register 

SACRAMENTO — Sen. Pete Wil- ' 
son has returned $17,500 in contri- 
butions he received in 1985 from 
Lincoln Savings owner Charles H. 
Keating, Keating’s family and his 
business associates, an aide said 
Thursday. 

Wilson, considered the front-run- 
ner for the 1990 Republican guber- 
natorial nomination, had logged in | 
18 checks from Keating associates 
, on April 8, 1985, during his Senate 
i campaign. 

! Otto Bos, Wilson’s campaign 
1 manager, said the money was ei- ■ 
1 ther mailed in or collected at a Los i 
j Angeles fund-raiser. 

I “The money all came together in 

one package,” Bos said. “We de- 
cided this was not proper.” 

' Keating’s American Continental 
Corp., a Phoenix-based real-estate 
development firm, declared bank- 
; ruptcy in April. About 23,000 South- 
; ern California consumers who had 
i purchased uninsured American 
Continental debentures at Lincoln 
[ branches lost $200 million. Irvine- 


^ Classification; 
j Submitting Office: 


Indexing: 

i /fy 


based Lincoln was seized by feder- 
al regulators the day after Ameri- 
can declared bankruptcy. 

At least five other US senators 
received contributions from Keat- 
ing. They are being investigated 
because they met with federal reg- 
ulators on Keating’s behalf. Cali- 
fornia’s other senator, Alan Cran- 
ston, solicited nearly $1 million 
from 'Seating and his friends and 


called or met with federal regula- ' 
tors at least eight times to discuss 
Lincoln. 

“We never did anything for 
Keating,” Bos said. “Sen. Wilson 
doesn’t even recall meeting him. 

“Sen. Wilson has been known as 
squeaky clean throughout his polit- 
ical career. He thinks this whole 
thing stinks and that’s why he’s 
returning 'the money.” 


t 



FD-350 (Rev. 


(Mount CIpping In Space Bebw) 


J|EX-^tor !^ys Ohio paper 


' ( 


^BYBERNIESHELLUM . 

J^Free Press Ba«nness Writer 

I In a sharply worded protest, ^a 

siormer’business editor of the Cin- 


“stories that are not upbeat ab6ut 
downtown, retailing or.R^tofs.” 
“While all new^pers have piie 
or two sacred cows, the Enquirer 


--“dnnati Enquirer has accused the has more than mos^” Morris, smd 
c newspaper’s top editors of “bury- in the letter. “They are spaced 
^^,ihg’-v6r “spiking” stori^ about by the- conflict tetw^n revenue 
|.;ClMrles Keating Jr., a native of the and news, the un^ounced a^n- 
ijdty who is the central fij^ejn the J^s of managem^l, (^d) an^jM- 
.^.$2.5-bil]ion failure of Lincoln Sav- /pressed willingness to prot^ 
;i^jgs & Loan Association. , / Mends from n^vorable prinLr 

»abroteCCha„esKea.. 

U'-UIK* f r» j. 1 • _ A i . r't • A 


(Mb«t* p*g«, namt of 
mwtpapar, diy and state.) 

THE DETROIT FREE PRESS 
DETROIT, MICHIGAN 

Oats; 1/10/90 

EdWon: 

Pg. 1(B) 

TOe- CHARLES KEATING 


Character: 29D-LA-102009* 
or 58C-PX-41605* 
Ctestfication: 

Sutmltling Offica: DETROIT 


iindaxing: 


^2,'.although he acknowledged in 


millions of dollars in insured depos- 
its. Williani Keating was initiall^-a 


i" Dec«ri«. V . ■- 
^ ■ * ■ Other hwsuits have been 


j - Morris cqhtendedbthdt the pa- 


■{jMs top editors had suppress 


have been ffled 




Jfe-editor ^ys (Jhio paper went e^y on Keating 


EDrrOR , from Page IB story the new^aper published Dec;’’ Afonherpublisher of the Enquirer, 

against Charles Keating and his asso- i • /- ' /William Keating 1^ that post in May . 

: . dates on behalf of thousands of inves- ' Rlakp has aclmowledged that he * becomethief executive officer 

y tore, including residents of Michigan -edited out all references to the party Newspaper Agency, 

and OIuo, who bought junk bonds is- but denied he had been influenced bv manages the business affairs o^ 
•Vsued by Keating’s Phoenix-based Keating ' - , .the Free Press and News under a joint 

-toeri^ Continental Corp. and sold According to Morris, ‘ howev^ '' operating agreement ’ 

'■'Ship company’s main Blake's editing of the sto^ helped .f ;Qn Tuesday, Morris would npt 

Ac T 7 • . I^uade business proprietors that, ‘comment on any aspect of his depar- 

® they could pressure -tile ^quirer into ture .from the Enquirer. • , >. 

/v«w oited reciting stoiies^'in a more fevorable ' . Morris previously edited the biisp 

' - - /nesssection.oftheMilwaukeeJoumi 

chai^ai^-sj^sh^, Blake did not return tdephonecaUs and served as the Chicago bureau chief 

window-smashing party at Charles Tuesday seeWno rnrnmpnf nn KA/\rT-»o* fnr Amprir*aii o 


wwvwA iAicmc o ucicuuii U1 d 

description of a champaign-splashed, 


• j ■ ^ . T . : — r ' uiu liut i.cuu It icicunuiic c<ms • cuiu oci veu as me unicaTO oureau cnier 

V Tuesday seeking comment on Morris’ for American Banker, a daily newspa- 

•KeatingsPhoemx.headquartersfroma letter. ‘ per for the banking ffidusfry/ 

"" ;V.>- 1. ^ ^ 


/' Px,-- i\(^>C 47 


•SEARCHED -jL.:-lHDE)iED — . 

SERIAIIZEO flLED 

...ui l0'l990 


lETRQiT 


b6 

b7C 


^>302 (BEV. 3-tO-82) 


/ 




FEDERAL BUREAU OF INVESTIGATION 


Date of transcription^ 


1/18/90 


OFFICE OF THRIFT SUPERVISION/ (OTS) DEPARTMENT OF THE TREASURY/ 

580 Ca lifornia Street/ San Francisco/ California/ telephone 
number I I was interviewed at the OTS/ -La Palma/ 

California. After having been advised of the interviewing 

agents' identities and the nature of the interview/ provided 

the following information: 
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advised that in the Fall of 1986/ when 


became 


left the FEDERAL HOME LOAN BANK BOARD (FHLBB)/ 
a private consultant for savings a nd loan associ ations, 
who was friendly with FHLBB member ^ I was retained 


by the SPENCER SCOTT GROUP in early 1989 in connection with 
the SPENCER SCOTT GROUP'S attemp ted Requisition of L INCOLN 
SAVINGS AND LOAN (LSAL). 

FHLBB in Washington/ D.C./ 


said I 

told him that 


of the 
] was to re ceive 


a $50/ 000 fee if the sale of LINCOLN SAVINGS AND LOAN to [ 

was approved by the FHLBB. This sale was not approved/ 


due to insufficient capital of the SPENCER SCOTT GROUP. 


ahont- t. 


fie history of 
said his recollection , cased 


was asked 
appointment to the FHLBB. 

primarily on news accounts/ was that the popular view was then 
that the Democratic seat o n the board woul d go to I 
and the Republican seat to | | said I | lost 

support for his supposed antagonism towards the thrift ind ustry/ 
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and after Senators DO LE and PROX MIRE objected to 
wa.q npvpr nominate>d. | | sa j.d I 

replacement 


saiii 


he 


was selected as 
had been slated for another 


because! 

aiid his background investigation had already 


federal appointnipnl- 

been completed. | [added that the press then reported that 

Senator MATTINGLY of GP>nr- gia and then Con gressman MC CAIN were 


the primary supporters of 


3 


stated that 


hired his own secr etary at the FHLBB/ and this secretary had 
moved with |~ j from Atlanta/ Georgia. 


[ 


17/ 1986/ when_ 
investment rule 


I .statf?(^ he was present on the evening of December 


\ di scussed his plan to modify the direct 
I s aid that the key provisions of the 
modifications proposed byl Ion December 18/ 1986/ 
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This document contains neither recommendations nor conclusions of the FBI. It is the property of the FBI and is loaned to your agency; 
It and its contents are not to be distributed outside your agency. 
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Continuation of FD-302 of 


, On 1/11/90 , Page j. 


at the bank board meetin 
previous evening 


q / vfer 
] said[ 


v/e re not dis cussed by 


the 


proposal helped LINCOLN 


SAVINGS AND LOAN by lowering the capital requirements and 
permitting future direct investments/ in addition to liberalizing 
the grand-fathering provisions. 


stated some of LINCOLN SAVINGS' loans to entities 
had an interest were reclassified by the bank 
Acquisition# Development/ and Construction (ADC) 
investments# and therefore could not be extended 
SAVINGS AND LOAN without relief from the direct 

I explained 
he previously had stat ed 

I stood 


in which _ 
examiners from 
loans to direct 
by LINCOLN 
investment rule# as was proposed by 
that this is what he had meant when 


in his testimony before a House Sub-Com mittee t hat [ 
to personally benefit from the proposal 
the bank board on December 18# 1986. 


made before 
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TELET"-'- 

RR RUEHFB FBI LA 
DE FBIPX #0018 0200013 
ZNR UUUUU 
R 192250Z JAN 90 

FM FBI PHOENIX { b8C-PX~41605 ) (P) 

TO DIRECTOR FBI/ROUTINE/ 

FBI LOS ANGELES/ROUTINE/ 

BT 

UNO LAS 

CITE: //3630// 

PASS: FOR FBIHQ, PUBLIC CORRUPTl'ON UNIT. 

SUBJECT: ALLEGATIONS CONCERNING U.S. SENATORS, ALLAN CRANSTON, 

ET AL; CHARLES H. KEATING, JR. , DBA ET AL; CORRUPTION OF FEDERAL 
PUBLIC OFFICIALS - LEGISLATIVE; 00: PHOENiX/LOS ANGELES. 

RE PHOENIX LHM TO THE BUREAU, 12/19/89, AND PHOENIX 
TELEPHONE CALLS TO THE BUREAU, 1/18/90 AND 1/19/90. i 

UACB, PHOENIX AND LOS ANGELES WILL EXTEND THE P.I. FOR AN 
ADDITIONAL 30 DAYS BEYOND THE 90 DAY PERIOD AND CONDUCT THE 
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i. SUBPOENA CALIFORNIA DEMOCRATIC PARTY RECORDS RELATING TO 
$85,000 CONTRIBUTION BY ACC IN 1986, WHICH WAS REPORTEDLY SPENT 
FOR CRANSTON'S RE-ELECTION EFFORT. AFTER THESE RECORDS ARE 
OBTAINED AND REVIEWED, INTERVIEW APPROPRIATE CALIFORNIA 
DEMOCRATIC PARTY OFFICIALS. 

1 

LOS ANGELES, REGARDING 


2. INTERVIEW 
CIRCUMSTANCES OF: 

A. $100,000 HE REPORTEDLY RAISED FOR THE REPUBLIC PARTY 
FROM KEATING AND HIS ASSOCIATES. 

•B. $172,000 HE REPORTEDLY RAISED FOR CALIFORNIA GOVERNOR 


GEORGE DEUKMEJIAN FROM KEATING AND HIS ASSOCIATES. 

C. LOBBYING HE DID ON KEATING'S BEHALF. 

3. SUBPOENA RECORDS FROM THE NATIONAL COUNCIL ON PUBLIC 
POLICY, A WASHINGTON ORGANIZATION AFFILIATED WITH JOHN GLENN, 
WHICH RECEIVED $200,000 FROM ACC. REVIEW RECORDS OF THE CENTER 
FOR PARTICIPATION IN DEMOCRACY, LOS ANGELES, THE ORGANIZING 
INSTITUTE, PACIFIC GROVE, CALIFORNIA, THE FORUM INSTITUTE, 
WASHINGTON, D.C. AND USA VOTES (NEW DIMENSION RESOURCES), 
WASHINGTON, D.C., WHICH ARE OR HAVE BEEN SUBPOENAED IN CONNECTION 
WITH A RELATED FEDERAL ELECTION LAW INVESTIGATION. ACC 
CONTRIBUTED $400,000 TO CPD, $325,000 TO THE FORUM INSTITUTE, AND 
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$125,000 TO USA VOTES. THE ORGANIZING INSTITUTE AND CPA WERE 
FOUNDED BY 

4. OBTAIN FROM DOJ INTERVIEW REGARDING THE 
INVESTIGATION CONDUCTED IN 1986-1987. 

5. REVIEW U.S. SENATE FINANCIAL DISCLOSURE REPORTS FILED BY 
SENATORS DE CONCINI, MC CAIN, CRANSTON, GLENN, AND RIEGLE TO 
UNCOVER ANY FINANCIAL RELATIONSHIPS ANY MAY HAVE HAD WITH 
KEATING, ACC, OR THE ORGANIZATIONS THAT RECEIVED CONTRIBUTIONS 
FROM ACC. THESE REPORTS HAVE ALREADY BEEN OBTAINED. 

6. LOCATE AND REVIEW ACC/LSL RECORDS RELATING TO 

I BUSINESS DEALINGS WITH 


KEATING. 

7, ATTEMPT TO OBTAIN DETAILS OF MC CAIN'S VACATIONS IN THE 
BAHAMAS AND OTHER TRAVEL AT KEATING'S EXPENSE. 

8, LOCATE AND REVIEW LINCOLN RECORDS RELATING TO LOANS MADE 
TO R.A. HOMES, A DEVELOPMENT COMPANY OWNED BY TWO UNPAID MEMBERS 
OF DE CONCINI 'S CAMPAIGN STAFF. 

WHO, WHILE AT ARTHUR YOUNG, 


9. INTERVIEW 


WROTE THE SENATORS REGARDING THE UNFAIRNESS OF THE LINCOLN EXAM 
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AND WHO REPORTEDLY MET WITH SENATOR RIEGLE ON 2/26/87. 



r 


i ' 


w 
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10. INTERVIEW ACC OFFICER 


REGARDING HIS 


INVOLVEMENT IN FUND RAISING AND LOBBYING. 

11. REVIEW TESTIMONY AND EXHIBITS FROM THE U.S, HOUSE OF 
REPRESENTATIVES BANKING COMMITTEE 1989 INVESTIGATION. 

12. SUBPOENA APPOINTMENT BOOKS AND THE LIKE FROM FHLBB 

TO DISCOVER CONTACTS THEY 


HAD WITH POLITICIANS AND ACC/LSL OFFICIALS. 

13. INTERVIEW FORMER FHLBB MEMBERsI 


REGARDING ACC/LSL LOBBYING. 


14. 

INTERVIEW 


ACCORDING 

TC 


TOLD 


TWICE BY TELEPHONE i 


vmo. 


ONCE IN PERSON THAT THE REASON FOR TRANSFERRING THE FHLB EXAM OF 
LSL FROM SAN FRANCISCO TO WASHINGTON WAS RELATED TO KEATING'S 
INFLUENCE, BUT THAT HE COULD NOT DISCUSS IT FURTHER. INTERVIEW 



ILLINOIS, WHO PARTICIPATED IN THE LSL EXAM AND WHO REPORTEDLY 
CLAIMS THAT HE WAS INSTRUCTED TO OVERLOOK CERTAIN POINTS IN THE 
EXAM. 

16. INTERVIEW AND OTHER FHLB 
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EXAMINERS INVOLVED IN THE SECOND EXAM OF LSL. 
17. INTERVIEW 


REGARDING 


KEATING LOBBYING. 


18. INTERVIEW 


TUCSON, ARIZONA, FORMER 



WHO WAS A "TRADITIONALIST" 

OPERATOR OF THRIFTS 



DISCUSSED THIS^ NEW JOB WITH 


PRIOR TO ACCEPTING 


THE POSITION. 


19. INTERVIEW 


FHLB, SEATTLE ( 12TH 


DISTRICT) REGARDING HIS OBJECTION OF HAVING LSL TRANSFERRED TO 

\ 

SEATTLE. 

' IaND APPRAISER 


20. INTERVIEW FORMER 


LOS ALTOS, CALIFORNIA, AND RE.VIEW REAL PROPERTY RECORDS 
OF 215 MAIN STREET, LOS ALTOS, CALIFORNIA, IN CONNECTION WITH 
APPRAISAL OF THIS PROPERTY SHOWING TITLE IN ALAN 


CRANSTON. THIS APPRAISAL WAS LOCATED IN LSL RECORDS ACQUIRED BY 
SUBPOENA AND SUGGESTS THAT A LOAN BY LSL TO CRANSTON WAS 
CONTEMPLATED IN OCTOBER, 1986. 

' FORMER DENNIS DE CONCINI 


21. INTERVIEW 


CAMPAIGN TREASURER, WHO WAS INDICTED OCTOBER. 1989, FOR 
EMBEZZLEMENT OF CAMPAIGN FUNDS. 
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I b6 

22. INTERVIEW LOAN OFFICER, OF MERCURY 

b7D 

SAVINGS AND LOAN OF HUNTINGTON BEACH, CALIFORNIA, REGARDING 

(IT SHOULD 

BE NOTED THAT THIS INFORMATION WAS RECEIVED BY THE PHOENIX OFFICE 
FROM AN INDIVIDUAL WHO DID NOT WANT THEIR IDENTITY DISCLOSED. A 
REVIEW OF 

APPROPRIATE 

SUBPOENAS WILL BE OBTAINED. 

BT 

#0018 


NNNN 



Memorandum 



To SAC, LOS ANGELES (58C-PX-41605) 

(WCC-4/SARA) (P) 


Date 1/5/90 



Subject: 

XmiTED STATES SENATORS ALAN CRANSTON, 

DENNIS DE CONCINI, JOHN GLENN, 

JOHN MC CAIN, DONALD RIEGLE; 

CHARLES H. !^TING, dba 
Lincoln Savings and Loan Association of 
California and American Continental Corporation, 
Phoenix, Arizona; 

CORRUPTION OF FEDERAL OFFICIALS - LEGISLATIVE 
00; PHOENIX 
00: LOS ANGELES 
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The following is an updated chronological list of events in 
this matter obtained from interviews, newspaper articles, and 
other investigation to date; 


5/1/83 I I 

the FEDERAL HOME LOAN BANK BOARD (FHLBB) 

2/22/84 AMERICAN CONTINENTAL CORPORATION (ACC) 

buys LINCOLN SAVINGS AND LOAN ASSOCIATION 
(LINCOLN) for $51,000,000 

12/7/84 CALIFORNIA DEPARTMENT OF SAVIN GS AND LOAN 

I ~l approves 

$800,000,000 of direct investments 
by LINCOLN immediately before the 12/10/84 
deadline for the investments to quality as 
grandfathered investments londer new FHLBB 
regulation 


12/10/84 FHLBB re-proposes direct investment regulation 

(12CFR563.9-8) - would generally limit direct 
investments to ten percent of assets - contains 
grandfather clause 

Congressman CHARLES "CHIP" PASHAYAN lobbies 

I to not adopt direct investment regulation 
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12/84-1/85 



1/1/85 

1/18/85 

1/31/85 

2/1/85 

2/13/85 

4/8/85 


I leaves DEPARTMENT OF SAVINGS AND LOAN 
ASSOCIATIONS and begins work with TCS FINANCIAL 
of San Diego 

LINCOLN invests $2,900,000 in TCS FINANCIAL 
for a 19.1 percent stake sold in private 
offering - 578,000 shares at $5.00 per share 

FHLBB adopts the ten percent direct investment 
rule, which is implemented 3/18/85 

LINCOLN applies to FHLBB for approval to exceed 
the impending 10 percent limit on direct invest- 
ments. The application is later denied 

~1 writes the FHLBB of San Francisco 
on behalf of LINCOLN requesting that LINCOLN 
be exempted from the ten percent direct invest- 
ment rule 

KEATING and associates contribute $15,000 to 
Senator PETE WILSON 


4/9/85 


KEATING and associates contribute $13,000 to 
Senator ALAN CRANSTON 


5/27/85 

and UNIVERSITY 

Professor 

T “VT 1 

I 


7/20/85 


] testify, on behalf of 


Subcommittee in opposition to FHLBB 's direct’ 
investment position 


White House staffer 


tells 


that 


White House Chief of Staff DON REGAN said in 
Jxine personnel meeting that he wanted 
out soon 


7/31-8/15/85 KEATING and associates contribute $22,000 to 
Senator GLENN 

7/31-8/15/85 KEATING and associates contribute $16,000 to 
Senator DENNIS DE CONCINI 



9/30/85 

10/1/85 

10/14/85- 

10/25/85 

11/13/85 

11/22/85 

11 / /85 

11/26/85 

11/27/85 

12/ /85 

Late 1985 
3/86 

3/1/86 

3/3/86 


White 
request 


House 

toQ 


staf 


fer 

that 


relays REGAN 's 


resign 


told by 

Washington atto mevi I t hat he had 

a job offer for i I had previously 

been so advised by FHLBB member I I 


KEATING and associates contribute $8,000 to 
Senator CRANSTON 


KEATING and associates contribute $8,000 to 
Congressman JACK KEMP 


I meets with KEATING and|_ 
Washington regarding job offer for 


in 


I California 

Assemblyman PAT NOLAN successfully lobby 
CALIFORNI A SAVINGS AND LOAN I 

I I to drop proposed rule that would have 

limited LINCOLN'S investments by requiring 80 
percent be mortgage loans 


KEATING and 


contribute $4,000 to 


DEMOCRATIC CONGRESS CAMPAIGN COMMITTEE 


NOLAN, 

lobby pAblFO RNIA LEAGUE OF SAVINGS 
INSTITUTIONS f 


5 


proposal 


], to drop support 


NOLAN reported receives $9,000 campaign con- 
tribution from KEATING 


and 

ACC contributes $200,000 to NATIONAL COUNCIL ON 
PUBLIC POLICY - affiliated with Senator JOHN 
GLENN 

KEATING and Senator DON RIEGLE meet in Detroit 
at opening of HOTEL PONTCHARTRAIN ("Los Angeles 
Times", 5/30/89) 

KEATING and associates contribute $12,000 to 
KOLBE 




3/12/86 

3/17-31/86 

4/4/86 

Regularly scheduled FHLBB examination of LINCOLN 
begins 

KEATING and associates contribute $54,000 to 
Senator JOHN MC CAIN 

KEATING and associates contribute $10,000 to 
MATTINGLY 

4/ /86 


4/9/86 

KEATING and associates contribute $5,000 to 
NATIONAL ACTION COMMITTEE, identified as 
Congressman DAVE EVANS ' political action 
committee (PAC) 

6/2/86 

KEATING and associates contribute $11,000 to 
Congressman CHARLES PASHAYAN 

7/3/86 

KEATING meets with San Francisco examiners 
and reportedly threatens to sue members of 
FHLBB 

7/25/86 

KEATING and associates contribute $20,000 to 
Senator PAUL HAWKINS 

7/28/86 

KEATING and associates contribute $19,000 to 
Congressman DOUG BARNARD 

8/4/86 

writes White House Chief of Staff DONALD 
REGAN complaining about | land mentionincr 

his adverse effect on Republican fundraising. 

8/4-6/86 

KEATING and associates contribute $11,000 to 
Senator CRANSTON 

8/14-17/86 

KEATING and associates contribute an additional 
$13,000 to Congressman PASHAYAN for a total of 
$24,000 

8/20/86 

KEATING and associates contribute $10,000 to 
Senator DE CONCINI 

8/22/86 

KEATING and associates contribute $4,000 to 
HARRY REID 



8/22 - 9/4/86 
8/28/86 
9/ /86 

9/20/86 

Fall 1986 

10/23/86 

10/31/86 

11 / /86 

12/5/86 and 
12/16/86 

12/18/86 

1/27/87 


KEATING and associates contribute $21,150 to 
Congressman JON KYL 

KEATING and associates contribute $9,000 to 
Congressman RHODES 

FHLBB member l I quits Board and takes 

job with KEATING, Shortly after refusing to 
approve a $407 million fraud investigation of 
LINCOLN 

"Washington Post” writes that LINCOLN officials 
claim FHLBB harassment. asks FHLBB OF 

SAN FRANCISCO to explain - San Francisco blames 
LINCOLN for delays in examination 

KEATING and associates reportedly contribute 
$85,000 to the CALIFORNIA DEMOCRATIC PARTY for 
CRANSTON'S benefit 


CRANSTON'S Los Altos commercial property is 
appraised at the request of LINCOLN 

FHLB exam of LINCOLN that began 3/12/86 is 
completed. Closing meeting with LINCOLN official 
held on 11/7/86 

Atlanta attorney] j a friend of 

KEATING and borrower trom ana attorney for 
LINCION, is appointed to the FHLBB 


KEATING m eets in San Francis co with FHLB-SF 
regulator l [ regarding LINCOLN 

exam 


[ proposes at FHLBB meeting a rule change 
that would protect LINCOLN frnim P-nfn-rq p-mP.Trh of 
the direct investment rule. proposal 
died for lack of a second 

A second closing meeting is held, at KEATING'S 
request, between LINCOLN and FHLB officials 


2/13 - 3/18/87 KEATING and associates contribute $11,000 to 
Senator TIM WIRTH 



2/26/87 

2/27/87 

3/3/87 

3/3/87 

3/6/87 


3/13/87 

3/18/87 

3/19/87 

3/24/87 

3/11-24/87 

4/1/87 


Senator RIEGLE meets with | then 

with ARTHUR YOUNG and an ACC official to discuss 
LINCOLN'S dispute with regulators ("Wall Street 
Journal", 11/15/89) 


FHLBB I [abstaining) adopts "equity risk 

investment rule" to be effective 4/15/87; 
shortly thereafter, LINCOLN sues to block the 
rule as unconstitutional 


KEATING and 
DALE EVANS' 


PAC 


contribute $4,000 to 


LINCOLN contributes $100,000 to AMERICA VOTES, 
later known as USA VOTES 


- says Arizona 


Senator RIEGLE meets with . 
senators are quite concerned about EHLBB 
regulation of LINCOLN. Shortly the reafter , 
i^EGLE and l ~| vist KEATING 

in Phoenix and after a helicopter tour, RIEGLE 
reportedly stat es. "I like what I see here. I 


can reason withi 
11/14/89) 


("American Banker", 


l of ARTHUR YOUNG (later of ACC) 
writes letter to senators critical of regula- 
tors 

LINCOLN sues FHLBB, challenging the direct 
investment limitations 
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Senator JOHN MC CAIN meets with KEATING and 
KEATING asks for MC CAIN'S negotiating 
assistance. MC CAIN declines and six-year 
friendship ends. DE CONCINI meets separately 
with KEATING during this time period ("Arizona 
Republic", 10/17/89) 

KEATING and associates contribute at least 
$70,750 to RIEGLE; KEATING has luncheon for 
RIEGLE at HOTEL PONTCHARIRAIN on 3/23/87 


resigns from FHLBB 
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4/2/87 


4/9/87 


4/20/87 


I meets with Senators DE CONCINI, MC CAIN, 

CRANSTON and GLENN in DE CONCINI 's office 
regarding LINCOLN 


land three other FHLBB regulators 

meet in DE CONCINI 's office with DE CONCINI, 
MCCAIN, CRANSTON, GLENN and RIEGLE - DE CONCINI 
tries to make deal for LINCOLN - offers that 
LINCOLN will invest 55 percent of assets in 
home mortgages if FHLBB yields on direct invest- 
ment rule and property appraisals 

FHLB Report of Examination sent to LINCOLN 


5/1/87 

6/30/87 
7/ /87 

7/10/87 

7/23/87 

8/28/87 

9/2/87 


FHLB OF SAN FRANCISCO recommends to FHLBB that 
LINCOLN be seized. This recommendation is the 
conclusion of a 285-page Recommendation and 
Statement of Supervisory Concerns 

I lea ves FHLBB post; replaced by 


LINCOLN sues FHLBB over leaks of information 
regarding LINCOLN examination; lawsuit is dropped 
on 7/29/87, after assurances received from WALL 

CENTER FOR PARTICIPATION IN DEMOCRACY and THE 
ORGANIZING INSTITUTE (originally 3cnown as 
MONTEREY LEADE ^HIP TRAINING INSTITUTE are 
incorp orated -| 


FHLBB 's Office of Regulatory Policy, Oversight 
and Supervision (ORPOS) , recommends LINCOLN 
be placed in conservatorship 

LINCOLN informed of proposed field visit by 
FHLB OF SAN FRANCISCO examiners in connection 
with re-examination based on LINCOLN'S claim 
of new facts. LINCOLN responds that no further 
information would be given without a court order 

Followincf a meeting of LINCOLN representativp.R 
and FHLBBi l and 

pEhe FHLB OF 

SAJN i^'KANCISCO was ordered not to conduct further 
examinations of LINCOLN - and LINCOLN was then 
free of supervision until mid July 1988 



9/24/87 

9/30/87 
(approx. ) 

10/16/87 


10/29/87 

11/5/87 

1/28/88 

2/2/88 

2/4/88 

2/10/88 


2/12/88 


KEATING meets with I 
SAN FRANCISCO examii 

an independent review of San Francisco 


regarding 1986 
nation and requests 


FHLB OF 
FHLBB take 
findings 


KEATING meets with CRANSTON in Washington; 
KEATING agrees to contribute $250,000 to USA 
VOTES and FORUM INSTITUTE 

FHLBB ’ s ORPOS (with a new executive director) , 
completes review of San Francisco exam of 
LINCOLN, concludes that LINCOLN is being 
operated in an "unsafe and unsound manner", and 
recommends FHLBB proceed with a cease and 
desist order 

KEATING and associates contribute $5,500 to 
DE CONCINI - brings total contribution to 
$39,000 

ACC contributes $225,000 to the FORUM INSTITUTE, 
and $25,000 to USA VOTES, an association chaired 
by CRANSTON and managed by NEW DIMENSION 
RESOURCES 


Jmeets with KEATING regarding KEATING'S 

complaints of news leaks and length of exam. 

This meeting may have been arranged by 
CRANSTON 

KEATING and associates contribute $4,000 to 
DENNIS KOLBE 

KEATING meets with FHLBB executives - San 
Francisco examiners excluded 

CRANSTON visits KEATING in Phoenix at the 
ei^ense of NEW DIMENSION RESOURCES, and 
picks up $400,000 ACC contribution to the 
CENTER FOR PARTICIPATION IN DEMOCRACY and 
an additional $100,000 ACC contribution 
to the FORUM INSTITUTE 

KEATING writes f I that he is in "full 

agreement" with a proposed Memorandum of 
Understanding that would transfer supervision of 
LINCOLN to FHLB-Seattle 


2/22/88 


3/ /88 

3/11/88 

4/9/88 

5/5/88 

5/20/88 

6/8/88 

10/18-24/88 

1/17/89 

2/14/89 
4/ /89 

4/ /89 

4/11/89 

4/13/89 

4/14/89 




FHLB-SF again recommends conservatorship for 
LINCOLN to FHLB's Enforcement Review 
Committee; condemns ORPOS' proposed Memoran- 
dtim of Understanding 

Senator RIEGLE returns contributions made by 
KEATING and associates 

KEATING contributes $10,000 to Congressman 
DALE EVANS ’ PAC (NATIONAL ACTION COMMITTEE) 

KEATING and associates contribute $11,500 to 
Senator ORRIN HATCH 


I vote to transfer regulation 

of LINCOLN from San Francisco to Washington 

FHLBB and LINCOLN sign memo of understanding, 
providing for a new examination to be conducted 
in Washington after FHLBB ’s Enforcement Review 
Committee votes to conduct a new exam of LINCOLN 

KEATING and associates contribute $100,000 to 
REPUBLICAN NATIONAL COMMITTEE and attend dinner 
with Vice President GEORGE BUSH 

KEATING and associates contribute $41,000 to 
Senator CHIC HECHT 

]and reveals his intention 


KEATING visits 
to sell LINCOL 


FHLBB begins third examination of LINCOLN 


CRANSTO N urges] 


and FHLBB member I 

to reconsider sale of LINCOLN to 
("Los Angeles Times", 5/27/88) 


At_E^TING‘s request, DE CONCINI telephones 
I l and a sked him to support the sale of 

LINCOLN to I I ( "Mesa Tribune" , 

4/23/89) . I 1 


reportedly calls California officials 


in support of the sale 


b6 

b7C 


b6 

b7C 


ACC files for Chapter 11 reorganization 

FHLBB seizes LINCOLN - placed in conservatorship 




9/18/89 


11/8/89 

12/4/89 

12/21/89 


Senator DE CONCINI says he will return $48,000 
in campaign contributions made by KEATING and 
associates 

Congressman PASHAYAN says he will return $26,000 
in campaign contributions made by KEATING and 
associates 

announces his resignation 

Senator WILSON announces he has returned 
$17,500 in campaign contributions received 
from KEATING and his associates in one package on 
4/8/85 
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SEN. RIEGLE 




has more to answer than just the specific charges 


S en, Don Riegle, D-Mich,, is entitled 
to put the best face he can on Ms 
role in the Lincoln Savings & Loan 
debacle, as well as to a presumption 
of innocence on the specific ethics commit- 
, »tee ch^ge. The issues go deeper, tiiough, 
•and require more skillful rebuttal tlm 
an 3 dhing the senator has said yet, whether 
T& “you’re another” argument about the 
' Free Press or Ms attempt to use tape of Ms 
::^rformance in a WXYZ-TV (Channel 7) 
•■Jiews program 

The senator faces both a legal/etMcal 
..problem and a political problem, and that 
(Makes Ms defense of Ms actions 
^niewhat awkward. His efforts 
<0 deal with Ms political problem 
have the ironic effect of making 
•less defensible Ms plea that he 
not be judged until the Senate 
■-etMcs committee has completed 
Its inquiry into Ms actions and 
those of four other senators who 
met with federal banking regu- 
lators to discuss the treatment 
of Lincoln Savings & Loan and 
.the chairman of its holding com- 
pany, Charles Keating. K he ' 

asks to be judged politically on ' 

•tile basis of Ms own perfor-\ 
mance on a TV program, he 
invites others to draw their own 
conclusions and make their own 
judgments about Ms perfor- 
mance without waiting for the 
i»minittee’s report. 

> Sen. Riegle may well have a 
fetter chance of winning the 
^p^c argument before the 
etMcs committee than he does 
3of winning the political argu- 
ment. The question of whether 
he acted improperly may in the 
1 end matter less than whether it 
. thought by Ms constituents 
f^t he served them well or 
)^rly. We don’t happen to think 
She &nate — or the House or 
the Reagan administration — 
served Me country very well 
' during tiiis period. They lost 
i ’ .sight of their oversight function 
\ ind helped to assure that the 


country would not get control of savings 
nnd Joan practices and their, potential im- 
pact until unnecessary damage was done. 
SeiL Riegle didn’t r^y answer that com- 
plaint in Ms letter to us, or his TV perfor- 
mance, or anyttog else. He didn’t answer it 
because there is no good answer Too many 
watchdogs, including the present chairman 
of the &nate Banlmg Committee, were 
focusing on the wrong questions about 
federal re^tion. The country will pay a 
price that is far greater than the legal/etM- 
cal questions the Senate etMcs committee 
must still try .to answer, . . . 
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Til*- — .--Senator Riegle 


i 


\ 

\ 


i 


I 


Damage (xaitrd? 

I 


Kevin Gottlieb’s resignation as 
chief (rfstaff for the Senate Banking Committee, 
Sen. Don Riegle, D-Mich,, denied that the 
^ resigmton had anything to do ivith the sena- 
tor s own polities over his relations with the 
. sa\TOgs and Icm industry. The senator, thou^, has a 
plain need to liirat the labilities he faces as much as 
po^ble as he tries to wrestle with political as well as 
ethical questions about his relations with the industry. 

tu ^^®^had a lot to do Avith shaping the way 
the &nate ^d Sen. Riegle dealt with the savings and 
loan bailout law. In recent weeks, important questions 
. nave been rmsed about some of his connections during 
. an 18-month period in 1987-88, when he was out of 
government, and about the way he has reported 
gJealong during the time he has worked for Sen. 

Riegle. Mr. Gottlieb is knowledgeable about the 
savings and loan business, and that is an asset As 
^nsive and as controversial as the bailout legisla- 

vTj 3 lot more comfortable 

rf Mr. (^^eb had maintained a bit more indepen- 
dence of the S&Ls. 

Sw. Kegle Md Mr. Gottlieb both have to deal with 
a^M quesbon as well as a specific ethical issue; 
Did the senator and his staff represent all his 
consbtuena^ as a^essively and effectively as they 
should lave in a matter of very great potential cost 

Riegle argues that he 
Ad, that he was arguing for a strong regulatory 
The record looks somewhat differentto us. ' 
What we see is a senator and his principal advisor who 

independence and 
^ sci^bling now to control the 
iwhtical and possibly legal damage that has resulted. 
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By David Everett . .•*!., . 

•Free Press Washington Staff * • , H ' 

WASHINGTON --Chai-Jes Keating 
sad Sipday that he sought-hdp 
arom Michigan Democrat . Donald Ri^. 

senators in 

Jy87 because his now-failed savings 
and loan had investments ‘in* their’ 
states. ; ■ - - . 

Sp^g on NBC-TV;s..‘^Meet.4he 

■fress, Keating defended his political 
rontnbutions to the five, whose ties to 
, Keating are being reviewed the 
innate E^cs Committee. Keating 
;fa(^ criminal investigations, a $ 1.1 

pillion federalAaud suit and other legal 

'problems from the failure of Lincoln 
I oa'^gs & Loan of Irvine, raitf 
i “They had in common the presence 
^f -our S&L in a major way iri' theif 
Estates, Keating said of the five.‘"We 
,-had successful projects all over -that 
i pve employment, gave -economic 
.benefits to the community.” 

■ Keating’s empire, which cfiimbled 
. last year amid federal fraud charges 
mcluded tte Hotel Pontchartrain in 
)-downtown Detroit. - ■ 

Keating’s comments support Rie- 
j,gle’s contention that he vras intP rAg ted 
•m the businessman’s case 'because 
Keating ^ a constituent who had 
invested in Michigan. ^ ‘ . 

On the TV show, Keating said .he 
.gave money -to the senators’ ;cam- 
^aigns b^use he wanted to.he .part of 




. That statement amtrasts^^th*‘i 
wdely drculated comment Kea^ 
made last April- on the^questioir 'bf 
^ ^fvheth^ his ‘ financial cdritiibutions ’ 


A.. T - 

On Sunday, Keating -called '• tha t 
TOiMent "dumb.” ' ' 

/^''^^ciitosaythatTwant^tobe 
-mvolv^in;thepfocess,’’he>^dSun-‘ 

W. It s importanf to me how ;tffis 
coun^ goes, and it was particularly 
im^rtant to me the way flie sawngs 
-an^oan mdustrywent’*v ,r" •' 

' • Keatog repeated earlier state-' 
ments that he believes there was noth- 
ing wrong with the five senators meet- 
mg with federal regulators in^lGg? to 
•discuss Lincoln. • 

"t EtiiicsTComimttee and 

Justice Department are reviewing the 
rondurt of the five. QfSi^s esfiLte 
the faille s cost to taiqiayers may be 
more than $2.3 billion. • - y y 
Riejde dem'esanyimpropriety,;^. 

[ CSmoaiPn 



t,uxu au iiapaciyen 

•»78,250, sa^g -he wanted to avoid 
^y appearance of inprcprie]^. ,; • 


# 


the political and government proc^, 
not because he wanted to buy influ- 

•encc; * ^ ^ 


(Micatt pioe. ram of 
I ww apapa r . city and state.) 
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